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KEVENUE BILL. 



Committee on Wats and Means, 

House of Representatives, 

Monday J June 24, 1918. 

The committee met at 10 o'clock a. m., Hon. Claude Kitchin 
(chairman) presiding. , 

There were also present Representatives Rainey, DixOn, Hull, 
Gamer, Collins, Dickinson, Oldtield, Crisp, Helvering, White, Green, 
Sloan, Longworth, Fairchilds, Sterling, Martin, and Hawley. 

STATEMENT OF HON. THOMAS IT. SISSON, A BEPBESENTA- 
TIVE IN CONQBESS FBOM THE STATE OF MISSISSIPPI. 

Mr. SissoN. Mr. Chairman, I do not know that there is anything 
I can add to the terms of the biU I have introduced, H. R. 12510. 
If you should decide to include this tax in the proposed revenue bill 
it would not be necessary, perhaps, to carry all of its administrative 
features which I have in this biU, because they could be provided 
for in your general law. 

When I presented this matter to a subcommittee of the Committee 
on Ways and Means, a y3ar or two ago, the Census Bureau stated 
that there was something like 1,000,000 of these firearms and weapons 
sold during each year. I can not, nor can the Census Bureau, tell 
with any degree of accuracy at this time how the war has affected 
the sale of deadly weapons. I take it that the higher-grade pistols 
are not manufactured for the trade to any large extent now because 
the Government, perhaps, has taken over all of those factories. 

I have fixed the tax in this bill at $5 on the manufacture and sale 
of each pistol, dirk knife, sword cane, and so on. 

There is one feature about this character of legislation to which 
I wish to call the atter tion of the committee. When this bill was 
first introduced, the police authorities of a good many cities became 
very much Literested in it. They stated that if in the admi listration 
of this law a register could be kept of all the firearms sold, and they 
were sold in their States and their cities, they could then get that end 
of it and could keep up with the purchasers of firearms, the carryiag of 
which concealed is a violation of the law of the State, and that 
if they were ii a position to know who the possessors of firearms 
were, it would help a great deal, and thus the police authorities 
would know the crimiaSs, who are usually spotted m a city, who 
own deadly weapons. That feature of it had not occurred to me at 
the time, because I introduced the bill purelv as a revenue measure. 
Therefore I iacidentally mention that the bill would be of advantage 
to the police authorities throughout the country. 
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Unless the sale of these deadly weapons has been very much cur- 
tailed — as it perhaps has by reason of the war — you would raise 
something like $3,000,000 or $4,000,000 a year by the levying of 
this kind of a tax. The administration of this law would be very 
simple because the regulations could require that those encaged in 
manufacturing any of these firearms should enter into a bona, of rea- 
sonable amount, to properly list all of the fii*earms and deadly weapons 
enumerated in the biU, and upon those returns the tax could be very 
easily collected. 

If there are any questions that any member of the committee 
desires to ask, I shall be glad to answer them. 

Mr. Hawley. You propose a specific tax of $5 rather than an ad 
valorem tax. 

' Mr. SissoN. I provide both. I provide a $5 tax on every weapon 
mentioned in the bill and 25 per cent ad valorem. I do that because 
the higher-grade weapons shoidd bear a considerably greater tax than 
the others. Personally I would not object to the tax beiig so high on 
this character of weapons as to absolutely prevent the sale of them. 

Mr. Hawley. I was wondering whether this would tax them out of 
existence. 

Mr. SissoN. I woidd not object to that, but from mv viewpoint 
I do not beheve the Federal Government, is authorized, under the 
taxing power, to destroy an industry. I do not think that under the 
guise of the taxiig power the Federal Government ought to destroy 
an iidustry bv a tax, although the end obtained might be very 
desirable. I tnink that would be a perversion of the taxing power of 
the Federal Government. For that reason I would place a tax such 
as is mentioned in my bill. 

Witn a tax of $5 and a 25 per cent ad valorem upon the manufac- 
ture and sale of the weapons the amount w-ould be, we will say for 
argument sake, $10 for the manufacture of the weapons and the 25 
per cent ad valorem would be $2.50, which would be $12.50, and the 
addition of the $5 specific tax would be $17.50. That price, with a 
profit added, would, in my judgment, deter some of the purchasers 
of these weapons. At this particular time, of course, there can be 
no objection to resorting to any means to raise revenue, when we are 
looking for things to tax in order to raise money to pay the expenses 
of the war. 

Mr. Hawley. Along the same line of this tax, why not tax shotgun 
shells? ^ ^ 

Mr. SissoN. I introduced a bill, along with this, to tax pistol 
cartridges and shells, but there was considerable protest from the 
sporting world to a tax on shells at that time, and I did not reintro- 
duce that bill. But I see no reason now, in war times, why you 
should not put a reasonable tax upon shells used in shotguns, and 
certainly there ought to be a very heavy tax placed upon pistol 
cartridges. 

Mr. Hawley. How much would be raised by a tax of that sort ? 

Mr. SissoN. I made an investigation of that at the time I first 
introduced these bills and I think you can raise more money by a 
reasonable tax on shells — although the consumption of shells may not 
be as great in times of war as in times of peace — than you can raise 
under this particular sort of a tax, aiid I think that since we are in 
war you could put a pretty heavy tax upon shells used in shotguns. 
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and get a considerable revenue. Then you might put an enormous 
tax upon pistol cartridges — you might put a 100 per cent tax on pis- 
tol cartriciges — and then you would raise considerable revenue. 

Mr. Hawley. You would place that tax so that it would be col- 
lected by the manufacturer and passed on by him to the consumer? 

Mr. SissoN. AbsDlutely; so that the manufacturer would attach 
the tax, by means of a stamp, to each box of shells and each box of 
cartridges manufactured and sold. Of course, there would be an 
opportunity to evade the tax on broken packages of shells — that is, 
by refilling them — but if the manufacturer is honest that can not be 
done. That was the trouble they had with the collection of the tax 
on tobacco in boxes. They first tried to h^e the tax paid by the 
manufacturer, without having a stamp attached, but they found that 
was subject to a great deal of fraud. They then changed the law so 
that every manufacturer had to attach a revenue stamp to each box 
of tobacco before he offered it for sale. Even, then, of course, after 
the box was opened, it might be refilled, but that was an extremely 
difficult thing to do, because the manufacturer would have to be in 
league with the man operating a retail store in order to have the 
box re -lied. 

I would urge upon the committee that they not only adopt the 
idea contained in the bill (H. R. 12510), but that in the same section 
of the revenue bill they put a tax upon pistol cartridges and, for war 

Eurposes, put a tax upon the manufacture and s«3e of shells for 
unting purposes. I would be glad if each member of the committee 
would get a copy of the bill, because I do not think it needs any 
further explanation. 

The Chairman. I think the suggestion is a very valuable one, 
and the committee will be very glad to consider the proposition. 

Mr. SissoN. I am very much obliged to you gentlemen for this 
hearing. 

STATEMENT OF HON. OSCAB W. SWIFT, A BEPBESENTATIVE 
IN CONQBESS FBOM THE STATE OF NEW 70BK. 

Mr. Swift. Mr. Chairman and gentlemen of the committee, I have 
assumed that you would insert in the new bill some provisions gov- 
erning postal rates and, therefore, that section 1100 in the last public 
revenue act, which was approved October 3, 1917, will undoubtedly 
appear in the new bill. This section provides, among other things, 
"that the rate of postage on drop letters of the first class shall De 
two cents an ounce or fraction thereof.'^ 

The practical effect of this section is that it results, we believe, in a 
discriminatory maimer against the city of New York. The effect of 
the section is that in every city of the United States, with the excep- 
tion of the city of New York, a drop letter can be mailed for 2 cents 
within its entire territorial limits, but in the city of New York a large 
proportion of our letters require 3 cents postage, even though they 
are mailed within and are for delivery witnin the city of New York. 

This fact results from the incorporation, imder the consolidation 
act of 1898, of very large commimities of population. The average 
city, of course, has a normal growth of population, but in 1898. imder 
our consolidation act, the borough oi Brooklyn, for example, was 
incorporated, and it had at that time a population exceeding 1,000,000; 
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to-day it has a population of over 2,000,000^ and if it were a separate 
city it would be to-day the third largest city in the United States. 
If a letter is mailed from the general post office in the lower end of 
Manhattan to the city hall of the borough of Brooklyn, which is a 
distance of a mile and a half, a rate of 3 cents is required; whereas 
in the city of Philadelphia, from Hog Island to Somerton, which is 
the most northerly postal substation, the rate is only 2 cents. 

The Chairman. Why is that ? Why is the rate on a drop letter 
in Philadelphia diflFerent than it is in the city of New York ? 

Mr. Swift. That arises in this way: At the time the city of Brook- 
lyn was incorporated into the greater city of New York it had a 
separate postmaster, aild that separate office exists to-day and dis- 
charges its functions just as independently as the post office in Phila- 
delphia or in Boston. 

The Chairman. They are regarded as two spearate post offices ? 

Mr. Swift. Yes, sir. 

Mr. Hawley. You have a post-office building in Brooklyn? 

Mr. Swift. Yes, sir. We nave in the greater city of New York 
six such postal districts, and it is practicaUy the unanimous opinion 
of the citizens of New York that it is absolutely necessary that these 
separate post offices should be maintained to insure efficiency in the 
Postal Service. I desire to say in that connection that the service 
rendered by the present postmasters is of the very highest order; 
they are men of large busmess experience, and, of course, we do not 
want these post offices abolished. It would be very detrimental to 
the interests of the city of New York if any such action were con- 
templated, but I believe no such action is contemplated. 

Mjp. Hawley. Do I understand that a letter mailed in any one of 
the six postal districts to the other five is charged for at the rate of 
3 cents 'i 

Mr. Swift. Yes, sir. What I desire to bring to the attention of the 
committee particularly is this, that if this section is enacted in the 
new bUl, and I believe it should be with a modification, that after the 
words '^ that the rate of postage on drop letters of the first class shall 
be 2 cents an ounce or fraction thereof,'* this should be inserted as a 
new paragraph: 

The term ''drop letter of the first class," as used in this section, means any letter 
of the first class mailed within, and for delivery within, the same postal district, or 
within any part of the territorial limits of any incorporated city of the United States. 

A section of that character, of course, would be general in its 
application, and in proposing a section framed in such language 
I have been mindful of tne fact that we want to avoid any legislation 
which would be regarded as special in character, and bv making it 
apply to the territorial limits of any incorporated city oi the United 
States I feel that legislative objection womd be eliminated. 

I have talked with the chairman on this proposition, and with 
several members of the committee, and it is my feeling that it is the 
intention of the committee to deal fairly and justly in this matter, 
not because it is the city of New York, out because it is a matter of 
simple justice. 

I might add in this connection that as far as I have been able to 
ascertain the city of New York turns over to the Federal Government 
a net sum of $20,000,000 in postal revenues. We have there an 
average mail of about 17,000,000 letters per diem, drop letters, but 
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of course, you realize that only a portion of these would be subject 
to the 3-cent rate, because the greatest number of these letters are 
mailed in the Borough of Manhattan, that is, the old city of New York, 
and also in the city of Brooklyn, and such letters only require 2 cents, 
because they are for delivery in the same postal district. As far as I 
have been able to ascertain this additional 1 cent rate probably 
affects about 750,000 or 1,000,000 letters per diem. 

I have also ascertained that there is a feeling throughout the country 
in many of these cities — Shaving gathered that information from 
representative men with whom 1 have talked on this same proposi- 
tion — that the drop letter rate should be uniform throughout the 
United States. 

I thank the committee for its attention. 

The Chairman. Have you introduced a bill covering the matter 
referred to ? 

Mr. Swift. Yes, sir. 

The Chairman. Please file a copy for the record. 

(Said copy follows.) 

fH. R. 7920, Sixty-flfth Congress, second session. 1 

A BILL To amend an act entit'ed "An act to increise t^e revenue, and for other purposes,'' approved 

October third, nineteen hundred and seventeen. 

Be it enacted by the Senate and House of Representatives of the United States of America 
in Congress assembled, That section eleven hundred of the act entitled "An act to 
increase the revenue, and for other purposes," approved October third, nineteen 
hundred and seventeen, which reads as follows: 

*' That the rate of postage on all mail matter of the first class, except postal cards, 
shall^ thirty days after the passage of this act, be, in addition to the existing rate, 
1 cent for each ounce or fraction thereof: Provided, That the rate of postage on drop 
letters of the first class shall be 2 cents an ounce or fraction thereof. Postal cards 
and private mailing or post cards when complying with the requirements of exist- 
ing, law shall be transmitted through the mails at 1 cent each in addition to the 
existing rate. 

''That letters written and mailed by soldiers, sailors, and marines assigned to duty 
in a foreign country engaged in the present war may be mailed free of postage, sub- 
ject to such rules and regulations as may be prescribed by the -Postmaster General," 
be, and is hereby, amended so as to read: 

''That the rate of postage on all mail matter of the first class, except postal cards, 
shall, thirty days after the passage of this act, be, in addition to the existing rate, 
1 cent for each ounce or fraction thereof: Provided, That the rate of postage on drop 
letters of the first class shall be 2 cents an ounce or fraction thereof. Postal cards 
and private mailing or post cards when complying with the requirements of existing 
law, shall be transmitted through the mails at 1 cent each in addition to the existing 
rate. 

"The term 'drop letter of the first class' as used in this section means any letter 
of the first class mailed within, and for delivery within the same postal district, or 
within any part of the territorial limits of any incorporated city of tne United States. 

"That letters written and mailed by soldiers, sailors, and marines assigned to duty 
in a foreign country engaged in the present war may be mailed free of postage, sub- 
ject to such rules and regulations as may be prescribed by the Postmaster General." 

Mr. Hawley. Do I understand that this would affect about 
300,000,000 letters in the course of a year ? 

Mr. Swift. I should think so, although that may be a little high. 
Of course, that is purely guesswork on my part because it is very diffi- 
cult to get from tne Post Office Department any accurate statements, 
as they do not keep a separate account of drop letters that are mailed 
between different postal districts. 
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STATEMENT OF HOIT. WILLIAM A. A7RES, A BEPBESENTA- 
TIVE TN CONQBESS FBOM THE STATE OF KANSAS. 

Mr. Ayres. Mr. Chairman and gentlemen of the committee, I want 
to say at the beginning that I am not an experienced oil man by any 
means. My interest in the oil business from the financial standpoint 
or in the oil game, is that I have invested a few hundred dollars in 
what are called wildcat ventures, none of which indicate that I should 
have any worry at all on the score of income or excess-profits taxes. 
However, I am interested in this matter because it is one of the indus- 
tries of my State and particularly of my district. The new field that 
was developed and that is known as the Augusta, Eldorado, or Butler 
County oil field, is in my district, and I xmderstand that it is one of 
the best oil fields in the West or the Middle West. I am also told thkt, 
like all other oil fields, or practically all of them, it was discovered bj 
what is generally known as a wildcatter. In fact, I know that this 
field was, because I happen to know personally the party who made 
the discovery. In other words, this man had the nerve to bet all 
that he had, all that he could get together, and all that his freinds could 
get together, that there was a pool of oil under those broad prairies. 
My information is that those men who are ready to exhibit such nerve, 
make a good bet about three or four times in one hundred, and that 
they make a bad bet about ninety-six or ninety-seven times out of a 
hundred. 

Now, for the most part, after these men have made their invest- 
ment, have undertaken to discover the oil deposits, and after they 
have gone *^ busted,^' and also have taken along with them the money 
of their friends, some one will come along, about a year afterwards, 
with better luck and succeed in finding oil within a reasonable radius 
of the place where they have failed. This will, of course, make the 
lease oi the prospector valuable, but, in the meantime, he has blown 
in all of his funds and those of his friends, and he is unable to develop 
his lease, and he can not sell it, That is to sav, if some one wants to 
buy the lease, he can not afford to sell it. If he could get $100,000 
profit for his lease — he has already probably blown in that much 
money — or anywhere from $75,000 to $100,000 in drilling dry holes; 
if he should sell his lease at a profit of $100,000, the Government 
would step in and take that, or a the major part of it, in the way of 
income tax and excess-profits tax, and therefore he holds on to his 
lease, hoping that something will happen by which he will not be 
compelled to give up the major part of his profits in the way of 
excess profits and income taxes. Of course, it is understood that if 
the amount that he has expended in drilling these dry holes was 
expended in past years, he can not deduct it from the profits, and, 
therefore, he would have to give up practically the major part of his 
profits in the way of taxes. By tnis means the Government is not 
only deprived of the oil, of which it is badly in need, because of the 
failure of the party to either develop it or sell it to others who can 
develop it, but the Government is also deprived of the revenue. 
Therefore, the Government is losing at botn ends. 

I am also reliably informed that by this method the little fellow is 
practically driven out of the business in which he was the pioneer. 
My understanding is that such institutions as the Standard Oil Co. 
and the larger companies seldom prospect, or, at least, they have 
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not done so untU within recent years. They wait until the wUd- 
catter or the pioneer makes the discovery. After the wildcatter or 
pioneer has made the discovery, he goes to the Standard Oil Co. or 
other large company and they develop the field, because they have 
the means with which to do it. I want to give the committee a 
statement of an actual case that I know of personally in my own dis- 
trict. That was a case where a group of men of ordinary means got 
together several pots, you might say, at different times, and drilled 
within a year or so six dry holes, which cost them in the neighborhood 
of $120,000. It was a clear loss. About all that most of them had 
left was nerve and a little credit. They got together again about 
$130,000 and made a new venture. In other words, they bought a 
royalty, and I was informed by one of those gentlemen that they 
could sell this royalty for about $230,000, but that they can not 
afford to sell it for the reason that it would represent a profit of 
about $100,000. The $120,000 that they had already blown in on 
dry holes was expended last year, and, of course, that could not be 
deducted from their income tax and excess-profits tax. They could 
not deduct that loss by reason of its having occurred a year ago. If 
they should sell at a profit of $100,000, the Government would step 
in and take the major part of it, and they would still be losers by 
anywhere from forty to fifty thousand dollars, even with that profit 
of $100,000. As a result, tney are not selling their royalty but they 
are keeping it. 

If there was a a provision in the present law by which in selling 
the royalty they would be taxed a reasonable percentage, there is 
no question at all but that they would sell it and gladly sell it. I do 
not Know what would be a reasonable percentage, because I am not^ 
as I have said, an experienced oil man by any means, hut if it were 
anywhere from 3 or 4 to 5 or even 8 per cent on that profit of $100,000 
on the sale of the royalty, they would gl^-dly sell it, and, as a result, 
the Government would reap that revenue, or whatever the per- 
centage of revenue might be on that profit of $100,000. .Then, that 
same royalty, in all probability, would be sold anywhere from two 
to three times during next year, and the Government would again 
reap a revenue of a certain percentage on each one of the sales. 
That is a thing that the oil men are very much interested in. I 
think it is important that there should be some provision placed in 
this law whereby a reasonable percentage or rate may be charged 
upon the profits arising from both the sale of royalties and the sale 
oi leases. In that way the Government would not only reap the 
revenue on each of those sales on which there was a profit gained, 
but it would also stimulate production, I have received a letter 
from one of the leading citizens of my city on this subject. He is 
not an oil man, but is simply a business man and one of the leading 
attorneys of the city, with no interest whatever in oil. In that letter 
he makes this statement : 

What the Government desires is revenues to avoid bonds as much as possible. My 
solution of this problem, in a measure, is as follows: All sales and exchanges of real 
estate, oil lands, royalties, etc., should pay the amount due to the Government at 
once, in order that when a sale is closed it will be paid; that is to say, within 30 davs, , 
to the Internal Revenue Department, at the place of the sale or exchange. The 
points are: In every sale or exchange of oil lands, royalties, etc., there should be due 
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and pavable lu the Government, bv pavment to the officer, the si 
after eet out, to be pa'ablt^ nitbin 30 days after the cloeing of a t 
proper interaal-re venue officer: 

1. Sales of real estate from $5,090 to $10,000, one-half o( I per cent. 

2. $10,000 to $20,000, three-fourths of 1 per cent. 

3. $20,000 to SSO.OO-), 1 per cent. 

4. $30,000 to $40,000, U per cent. 

5. $40,000 to $50,0*5. 1 J j>er cent, 
(i. Then u| . 1} per rent. 

7. Up to* fcent. 

8. Up t9 $ sr ceot. 

9. Up to $ ii rent. 

10. Up to $ ?r cent- 

11. $100,00( I, 4percenl. 

12. I500,00( 00, o per cent. 

13. $1,000,000 up, 10 per cent. 

This gentleman further states in his letter that at least two or 
three hundred sales in Kansa^^ have not been consummated by 
reason of the present tax laws, and 1 know that to be the fact. For 
instance, one sale there in the city of Wichita of S200,000 was called 
off because they could not agree as to who should pay the war- 
revenue tax, and this gentleman states in his letter, "To my laiowl- 
edge, one sale of 8500,000 was called off for the same reasons," He 
further states, "Wichita, alone, in my judgment, on its actual sales 
would have paid the Government something like $50,000." I could 
give you gentlemen specific instances occurring within the last few 
days where sales were called off on that account. I could file a 
statement of them with you. I do not know how many sales have 
been called off, but sales involving several million dollars have been 
called off in that field along simply because they could not arrive 
at the method of how they would pay the tax. They could not 
afford to sell even at a reasonable profit because of the way in which 
the present income tax and excess-profits tax would operate upon 
them. 

Mr. Sloan. For the purpose of obtaining revenue, would you 
favor an amendment to the law so that when there was a profit in 
the property it should be taxed by the Government whether it was 
sold or not ? 

Mr. Ayres. As to that proposition, I can not say, because I am 
not an experienced oil man and would not know anything about 
that. That is a matter that could be answered better by these 

fentlemen here, like Judge Shea. That could be better answered 
y these experienced oil men. I am only bringing to your attention 
these specific cases where sales were not made because of the opera- 
tion or the law. It is very clear to my mind that if you are the 
owner of a lease and lack the means of developing it, you should be 
in a position where you could sell it. Now, while you may be able 
to sell it at a profit of $100,000, if you have expended in prior years 
$100,000 in drilling half a dozen dry holes, you could not afford to 
sell. If you drilled those dry holes last year, you would not be en- 
titled to deduct that amount from your present profits. You could 
not do that, because the loss occurred last year. Therefore, as I 
say, you can not sell it. You can not afford to sell it, and you will 
* keep it in the hope that some provision will be placed in this revenue 
bUl, or that the war will cease, or that some other means of taxation 
will be devised, and that you will either be able to develop the lease 
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or sell it under circumstances where the Government will not take 
the major part of your pro£ts. 

Mr. Sloan. If 1 correctly understand your statement, around in 
your State there is a good deal of oil profits earned, but, by reason 
of making no sales, the Government fails to collect a very large 
amount oi revenue ? 

Mr. Aykes. What do I understand you to mean by the word 
"earned V^ Do you mean in the selling of actual oil ? 

Mr. Sloan. Not in selling it; but, for instance, if the property 
should be increased in value so that it could be sold at a profit of 
$200,000, that would represent the profit accrued. Now, would 
you recommend that the Government, in raising this $8,000,000,000 
should tax that profit before the sale was consumated ? 

Mr. Ayres. No, sir; I would not make any recommendation at 
all, because, I will be frank to say, I do not know that I woiild be 
competent to pass upon a matter of that kind. I am only bringing 
to your attention a lew specific instances where the sale of royalties 
and leases could not be made. I am only giving the committee in 
my feeble way vspecific instances that I know of in my own particular 
locality where sales could have been made and would have been 
made if some provision had been made whereby they could be relieved 
from the payment of all their profits in the way of taxes, and whereby 
they would know specifically what they had to pay in the way of 
taxes. My understanding is that at the present time they do not 
know that because of the various ruUngs that have been made and 
that are contemplated by the Commissioner of Internal Revenue. 

Mr. Sterling. You spoke of selling royalties. By that do you 
mean the selling of oil on a royalty basis? 

Mr. Ayres. Yes, sir. For instance, the owner's royalty is in 
most cases one-eighth. I think that in our country that is the 
royalty in most cases. 

Mr. Sterling. By selling the royalty, do you mean where the 
owner of the land getting a certain share of the oil desires to sell 
it out ? Is that it ? 

Mr. Ayres. Yes, sir; he sells that one-eighth royalty, for instance, 
for $100,000, using that as a basis for my illustration. Now, those 
people who purchase it later on can probably sell it in many instances 
for from $150,000 to $200,000, and that would make a profit to 
them of from $50,000 to $100,000, but, under the present arragne- 
ment, of course the Government would take the major proportion of 
that profit in the way of excess profit and income taxes. 

Mr. Sterling. I do not just see how losses in previous years 
would interfere with a- sale of that kind. The owner of the land 
would not care who had the lease. 

Mr. Ayres. I am not speaking about this particular owner or his 
sale of the royalty, but I am speaking of the case of the speculator, 
for instance. Using as an illustration this specific case that I know 
of; here were some men who had drilled six dry holes which had 
cost them in the neighborhood of $120,000. They got another pot 
together, if you will allow the expression, and bought a royalty. 
Now, they could not deduct their losses of a year ago, which were 
incurred m drilling those six dry holes, from the profits that they 
could realise from the sale of this royalty at this time. They could 
sell the royalty for about $230,000, which would make them a profit 
of $100,000. 
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Mr. Hawley. Was the same land involved in the two transactions ? 

Mr. Ayres. No, sir; but the same people were involved. Now, 
they would be glad to sell their royalty at a reasonable profit, and 
that same royalty would probably be sold again and again in course 
of time, and if it were sold again at a profit, the Government would 
reap that much additional revenue. 

STATEMENT OF MR. PERCIVAL D. OVIATT, SECRETARY 
NATIONAL ASSOCIATION OF EMPLOYING LITHOGRAPHERS, 
ROCHESTER, N. Y. 

Mr. OviATT. Mr. Chairman and gentlemen, I represent the National 
Association of Employing Lithographers, and I am here advocating 
the retiu-n to the old rate of 1 cent as the mailing rate on post cards. 
The purpose of . the new rate was to increase the revenue from that 
source. The result has been, and it has been demonstrated, that 
the revenue from that source has been decreased. The cards in 
which we are interested are the cards of which you gentlemen have 
been handed samples, and they represent souvenir, view, picture, 
and fancy post cards. There are no Government statistics to show 
that the revenues have actually been reduced from this sou' ce, but 
the reports from the manufacturers would seem to indicate clearly 
that the Government has actually lost revenues in conjunction with 
the manufacture of these cards. As one illustration of that, I will 
say that under the old law, during the past year, the Illustrated' 
Post Card Novelty Co., of New lork, manufactured and sold 
75,000,000 cards, while, under the present law, according to the esti- 
mates for this year, the output will be only 15,000,000 cards. Under 
the present law, at the 2-cent rate, 15,000,000 cards will bring in 
$300,000 of revenue from the postage, while under the old law, 
75,000,000 post cards at the 1-cent rate would bring in $750,000, so 
that the loss to the Government in revenue would be $450,000, so 
far as the manufacture of this particular company as it relates to 
that proposition is concerned. 

Now, another thing: This loss in revenue to the Government repre- 
sents a loss in the most profitable mail matter transported by the 
Government. In the matter of the transportation of the mail and in 
the matter of its handling, at the old rates post cards showed an over- 
whelming percentage of profit. For example, post cards rim abcut 
133 to the pound, and the average would oe $2.66 for postage per 
pound, or $5,320 per ton carried. Under the old rate oi 1 cent per 
card, the post card paid 133 times as much postage as second-class mail 
matter. Under the present law, with first-class letter postage at three 
cents, first-class matter would yield about 48 cents per poimd, while, 
as I have said, the average post card yields $2.66 per pound. Of course, 
the difference there is due to the difference in weight, and, as I have 
said, that 48 cents per pound on first-class matter is to be compared 
with $2.66 per pound on post cards under the present rate. In other 
words, it is several times as much. We feel tnat the relative unfair- 
ness, regardless of its eflFect upon our business, which is fast going into 
decUne, should be taken into consideration. I might say, further, 
that every time we lose any money on the manuf actui'e of post cards, 
the Government loses several times that amount. These pos': cards 
retail on an average at 1 cent, while we sell them at wlioiesale at a 
quarter of a cent to 1 cent each. As a result of this new rate, under 
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these circumBtanceS; when we lose one quarter of a cent because we 
do not sell the card, the Government loses 1 cent of revenue. That 
revenue is not the cost of carriage, but it represents a possible profit 
to the Government. It represents a profit which has been realized 
by the Government in its ability to do away with large appropriations 
to meet deficits. As I say, what we rely upon are the manufacturei^'s 
figures with reference to the manufacture of post cards. 

Canada has done the same thing. She has nad the same experience 
we have had. Three years i^o, or nearly three years ago, she in- 
creased her rate on post cards from 1 cent to 2 cents, and her business, 
so far as post cards are concerned, has decreased about two-thirds. 
There is an absolute loss of revenue in Canada under the new rate, 
and the decrease occurred in the most profitable item. 

Now, we have no complaint to make at all against taxation. If 
the injury done to us was done in such a way that the Government 
would get any benefit from it, we would bow to it, as every American 
bows to exactions made of him for war purposes. This tax imposes 
an injury upon us, so that our business is practically extinguished, 
and, at the same time, the Government is suffering a like or greater 
injury because of the loss of revenue from this source. We lavor a 
return to the old rate, because a retiun to the old rate will permit us 
to go on with our business, and, at the same time, will permit th^ 
Government to realize larger revenues. We are dealing here with a 
thing that is not like first-class letter mail, because first-class mail mat- 
ter is indispensable. In the case of post cards, if advertisers and othfer 
people choose not to spend so much money for postage on this class of 
matter, the Government simply loses the revenue. The Government 
loses the revenue because it has taxed an article the use of which can 
be eliminated. 

You gentlemen have been handed some ^ost cards, and you can see 
what they are. You wiU recognize the fact that they are largely 
used by soldiery. They are used for patriotic advertising, or just the 
things that the Government is seeking to accomplish through large 
appropriations by means of posters, etc. Therefore, for reasons of 
patriotism, for reasons of economy, and for the reason that it will 
afford greater revenue, we think that a return to the old rate would 
be in the interest of everybody concerned. 

The Chairman. Does it cost more to manufacture these post cards 
this year than it cost last year or year before last? 

Mr. OviATT. I am certam that it does; but I am not prepared to 
say how much. 

The Chairman. Do you know how much the wholesale dealer and 
the manufacturer of these cards got for them in 1917, or in the first 
part of 1917? 

Mr. OviATT. No, sir; but I will be glad to file the exact figures. 

The Chairman. Do you know how much these cards were retaiUng 
for in 1917, before this act of October 3, 1917 ? 

Mr. OviATT. I will file with the committee the accurate figures on 
that. 

The Chairman. Will you also file figures showing what they retail 
for now? 

Mr. OviATT. Yes, sir. 

The Chairman. You may find, possibly, that some part of the 
falling off in the demand is due to the greatly increased price that 
the retailers charge the people who buy from them. 
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Mr. OVLA.TT. I dare say that is not quite true. I will advance this 
as a guess, that the sales since the new act went into eflFect, have been 
from stocks whioh were already largely in the hands of the retailers 
and jobbers, and, therefore, the increased cost of production does not 
affect it: but that is only a guess. 

The Chairman. I know that my children bought some this year, 
of the same kind they bought a year ago, and they paid 100 per cent 
more for them than they paid last year. I was wondering if that 
large increase in price did not have something to do with the diminu- 
tion in the manufacture of the cards. 

Mr. OviATT. I will file with you as exact information as I can ob- 
tain on all those points. I ask leave to file as a part of my remarks 
this rather more orderly prepared statement. 

(The statement ref^red to is as foUows:) 

Memorandum Submitted by National Association op Employing Lithographers 

IN Relation to the Mailing Rate on Post Cards. 

Before the war revenue act of October 3, 1917, the mailing rate on post cards was 1 
cent each. That act made the rate 2 cents. 

Purpose cf increased rate. — The purpose of increasing the rate was to increase the 
revenues. 

Tfie result rfthe increase. — The result of the increase has, beyond any question of a 
doubt, decreased the revenues hitherto derived from the mailing of souvenir, view^ 
picture, and fancy post cards, and in all probability has actually decreased the reve- 
nues so far as post cards generally are concerned, including Government cards. There 
are no Tovernment figures to show this, but unoff cial reports from certain local post 
o^ces show reductions. The decrease in volume of manufacture clearly demonstrates 
a loss of revenue. 

The reasnf r decreased revenve vnder new rates. — The greater number of cards retail 
at 1 cent. The purchaser must pay twice as much to mail it. He isn't obliged to 
use it and he chooses not to use it. 

The cards wholesale from a quarter of a cent to 1 cent each. The increase 
postal, therefore, is from 100 per cent to 400 per cent of the wholesale rate. The 
percenta'^ is prohibitive. Tards used by advertisers are sold at from a ouarter to a 
half cent each, ^hey cost 2 cents to mail. Advertisers will not and can not increase 
their appropriations by any such percenta^^e, and have lar'^ely dispensed with the 
article. The Government loses the revenue, its source of create? t pro^t because it 
has unreasonably taxed an article whose use can be eliminated. That isn't goo^ busi- 
ness, nor is it wise tax legislation. 

Belative unfairness of the rate. — Post cards (according to their weight) average $2.66 
postage p'^r pound or $5,320 per ton carried. No other mail (not even letter mail) 
pays an>'thing like the same rate, and the reductions in csu-ds used, due to this expen- 
sive rate, cuts off that most profitable part of the mail. Even the old 1 cent rate was 
133 times the rate paid for second-class mail. Letter mail at 3 cents an ounce only 
yields 48 cents a pound, while the average post card yields $2.66 a pound. The post 
card pa^-s as much as the drop letter. 

Under the old rate the post card was the most profitable mail matter carried by the 
Government. 

Canada's exverience. — Canada increased its post card mailing rate from 1 cent to 2 
cents about three years ago. The business has decreased over two-thirds and soon will 
be extinguished. Canada's revenue actually decreased, and the decrease occurred 
in the most profitable item. 

The results occurring in the United States. — ^Unit cost of cards increase very rapidly, 
as volume decreases. The business can not continue on any material reduction. If 
wiped out, it means the loss of all revenue from this 8oiu*ce, which represents the largest 
percentage profit of all mail carried by the Grovemment. And this injury is inflicted 
with no resulting benefit to anyone and with a concurrent injury to the Government. 

The 2 cent rate imposes no direct pecuniary loss on us. It must be assumed that 
our opposition to it is based on the indirect loss imposed through restriction in manu- 
facture. Restriction in output must mean reduction in those Government receipts 
in which are involved its greatest profit. 

Respectfully submitted. 

National Association op Employing Lithographers. 
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Mr. Crisp. You understand that the duty that confronts us is to 
raise more revenue for the Government. 

Mr. OviATT. Yes, sir. 

Mr. Crisp. I understood you to say that the Government was 
receiving less revenue from post cards at 2 cents postage than it 
would receive, in your opinion, if the old rate of 1 cent were restored. 

Mr. OviATT. I ventured that as my opinion. 

Mr. Crisp. If the old rate of 1 cent on post cards were restored, 
what effect would that have on the total revenues to be derived from 
first-class matter ? In other words, with a rate of 3 cents on letters 
and only 1 cent on post cards, would not the public use post cards 
more largely than tney do at the present rate of 2 cents, thereby 
reducing the revenue tnat would be derived from the rate of 3 cents 
on .letters ? Have you given that phase of the matter any considera- 
tion? 

Mr. OviATT. I am very much of the opinion that it would have no 
effect upon it, because there vou have two classes of mail that are 
not interchangeable. I think that the purpose accomphshed by 
mailing a post card is so rarely the purpose that could be accom- 
plished by mailing a letter that one would not be exchanged for the 
other. A man in mailing a post card is doing it for a purpose en- 
tirely different from that which he has in view in mailing a letter. 
So far as post cards are concerned, they to-day pay the same rate as 
drop letters. I think the differentiation in the use or purpose there 
would justify a difference of 1 cent as between the post card and the 
drop letter. I think that the purpose of the sealed letter is so abso- 
lutely different from the purpose of the post card as to present an 
entirely different proposition. 

Mr. Sterling. Do you have any record by which you can deter- 
mine just the falling off of revenue from post cards ? 

M>. OviATT. In my desire to be entirely accurate, I will try to give 
the committee the best figures I can obtain. I spent some time with 
the Post Office Department on that question, out I could not get 
the figures. I can get the figures from the Canadian Government, 
and they are now on the way. The best that I can do is to submit 
the experience of the manufacturers, and it is to be presumed that 
those that are manufactured are mailed. 

STATEMENT OF MB. JOHN J. SHEA, ATTOBNET MID-CONTI- 
NENTAL OIL AND GAS ASSOCIATION, TULSA, OKLA. 

The Chairman. Give the stenographer your full name and business 
and state whom you represent. 

Mr. Shea. My name is John J. Shea, and my residence is Tulsa, 
Okla. I am an attorney at law and am engaged in the production 
of oil. I represent the Mid-Continental Oil and Gas Association, 
composed of oil producers, refiners, marketers, and prospectors, in 
what is known as the Mid-Continental field, comprising the States of 
Kansas, Oklahoma, and north Texas. It is a vohmtary association, 
comprising about 1,500 producers and men engaged in the oil business. 

Mr. Gar;ner. Have you ever held any public office in Oklahoma ? 

Mr. Shea. I have been on the district bench or judge of the district 
court in the State of Oklahoma. 

Mr. Garner. That district is similar to the judicial districts in 
Texas. 
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Mr. Shea. Yes, sir. One member of our committee who signs this 
recommendation is at the present time State auditor of Oklahoma. 
That is Mr. Howard, but he is not present. 

We come before you fully realizmg that you are face to face with 
an extremely difficult problem, and that you will be compelled to 
raise a large amount of money. 

Wnile we have no concrete suggestions as to other things than our 
business that ought to be taxed, we desire to make the suggestion 
that such matters as can properly be taxed and are not now taxed 
be considered by the committee in raising the amount of money that 
it should raise, and that having placed the proper tax upon such 
things that the inequalities that are patent in tne present law and 
the things of which we complain be ironed out, and that the producers 
oil be given an equal opportunity with other industries. Then, when 
you get that done, we have not a word to say about the rate of taxa- 
tion and the amount of money that you want to raise. We do not 
care how much it is, and we are not complaining about rates at all; 
we are complaining about inequalities in the existing law. 

I first desire to call yom* attention to the matter of mvested capital. 
At the present time there are thousands of men, individuals and 
corporations, who have had a small nominal capital stock, except 
that it is not considered nominal by the terms of your law, but nom- 
inal in proportion to the amcimt of business they do. They have 
not kept accounts t)f invested capital; it was not necessary hereto- 
fore, and it did not enter into their transactions in any way. Take 
it, for instance, in the State of Oklahoma. There is a gross tax upon 
yom' production in lieu of all other State taxes, and they are not 
mterested in making any valuation of their property for taxation. 
The Government collected its income tax without regard to the 
amount of the invested capital, and then came this law, and it found 
them in this situation: Many of them undercapitalized, many of them 
with no account of capitalization at all, and the result was great 
inequalities. 

I can give instances where one piece of property, 160 acres of land, 
is owned in this way: One man, with a capitalization of $10,000, 
owns an undivided one-half in 160 acres, while another concern, 
capitalized at $1,500,000, owns the other one-half, both honest cap- 
italizations, and when it came to the payment of the excess-profits 
tax the $1,500,000 concern got a deduction of $120,000 before it was 
subject to any tax and the other man a deduction of $8,000, although 
they were both interested equally in that property, not interested in 
any other, and each owned an undivided nali of the same property. 

The Chairman. Did the $1,500,000 concern pay on that amount? 

Mr. Shea. Yes, sir ; but before this law went into effect. 

Mr. LoNGWORTH. And, of course, that man having made more 
profit ought to pay more than the other man ? 

Mr. Shea. Surely, and he did, but it was based on the amount 
before the law went into effect. For instance, I know of one instance 
where $1,000,000 was paid for a half interest in a property in Novem- 
ber of 1916 and $100,000 represented the other half of the same 
property. Now, $100,000 was the invested capital 

Mr. LoNGWORTH (interposing). If I start with $10,000 and buy half 
of a certain property 

Mr. Shea (interposing). But he did not buy it; they both developed 
it. He went out and wildcatted; took his chance and developed it. 



BEVENUE BILL. 1013 

Mr. LoNGWOBTH. He took his chance. 

Mr. Shea. Yes, sir. 

Mr. LoNGWOBTH. And he made a tremendous profit. He might 
have made 10,000 per cent. 

Mr. Shea. All right. 

Mr. LoNGWOBTH. And you only made, say, 1,000 per cent. Do you 
not think that if he made 10,000 per cent he ought to pay a higher 
tax ? 

Mr. Shea. But that does not answer my question as to the dis- 
tinction and discrimination there. 

Mr. LoNGWOBTH. Mind you, I am not arguing in favor of an excess- 
profits tax based on capital, but the fact is that is the only basis we 
now have. 

Mr. Shea. No. 

Mr. LoNGWOBTH. And the only other resort would be to adopt 
the English system. 

Mr. Shea. And using the valuation of the property. 

Mr. LoNGWOBTH. Yes. So long as we have the tax based on 
invested capital, ought not the man who puts in the smallest amount 
pay the highest tax ? 

Mr. Shea. He probably ought to pay a higher tax, but it ought 
not to take all of it away from him, which it does; he pays 60 per 
cent on what he has in there and the other people pay 20 per cent 
or 15 per cent on what they have in there. 

Mr. LoNGWOBTH. Precisely, and they put in infinitely more. 

Mr. Shea. They have put in more money, of course. If you put 
$5,000 into an enterprise and I put in $10,000, ought you to pay more 
taxes than I do ? 

Mr. LoNGWOBTH. Under a tax based on invested capital, surely. 

Mr. Shea. I can not agree with you. I think there ought to be 
some way of ascertaining the value of the property and then treat 
that as capital, and I believe there is no other honest way to do it; 
there is no other way it can be done fairly to all concerned. 

Mr. LoNGWOBTH. You want the value taken as of what date ? 

Mr. Shea. When the tax began, the first of the year 1917. 

Mr. LoNGWOBTH. In other words, you would have the value of the 
property based on an estimate of the value at the time the tax began ? 

Mr. Shea. Not an estimate, but a sworn appraisement, the same as 
you make a return of yom: property in the States for taxation, by 
swpm appraisals and subject to inspection, revision, and correction 
by the Treasury Department. 

The Chaibman. x ou mean based on the net value 

Mr. Shea (interposing). Of each share, when your tax went into 
eflfect; yes, sir. 

Mr. Stebling. How would you determine that question ? By the 
earning power of the property ? 

Mr. Shea. That would be one of the things that would enter 
into it. 

Mr. Stebling. If you did that would you consider 8 per cent as a 
fair estimate of the earning power ? 

Mr. Shea. Not in the oil business. 

Mr. Stebling. Then how much ? 

Mr. Shea. At least 15 per cent. 

64059— 18— No. 15 2 
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Mr. LoNGWORTH. Then there would be practically no excess- 
profits tax ? 

Mr. Shea. Yes; there would be an excess-profits tax to be col- 
lected by the Government, if the oil business does not pay more 
than 15 per cent it would have to go down because of the irregular- 
ities, the uncertainties, the great risk and hazard there is connected 
)yith bringing it to the surface and finding it. Oil profits are made 
by finding OxT. 

Mr. LoaGWORTH. I agree with you that there should be a difference 
made as to investments in oil, zinc, and other risky ventures of that 
sort, and I think you ought to ha'v e a much larger allowance than 
7 or 9 per cent, but the moment you advance the proposition that you 
should o ly pay an excess-profits tax based on the value of the 
property at the time the tax was assessed you destroy all revenue. 

Mr. Shea, i do not agree with you at all. I do not care anything 
about the rate, and you can fix that by your rate of taxation. 

Mr. LoNGWORTH. (jf course, we might fix a rate of 100 per cent. 

Mr. Shea. Let it be 100 per cent or let it be 200 per cent. I do 
not care what rate it is when you put us on an equality and make 
others toe the scratch at the same time; then you can start the race 
whenever you want and make the tax as much as you want. 

Mr. LoNGWORTH. Put whom on an equality ? 

Mr. Shea. Everybody. 

Mr. LoNGWORTH. Does not the tax bear equally on you and every- 
body else ? 

Mr. Shea. There is certainly no equality among ourselves, not 
among the oil producers, and I presume there have been inequalities 
in other businesses under this law. 

Mr. LoNGWORTH. In every business there is bound to be some 
Inequality. 

Mr. Shea. Yes; but I think it is more overwhelming in this business 
than in any other business. 

Mr. LoNGWORTH. Have you figured how you would come out on a 
fair oil price tax like the English tax? 

Mr. oHEA. In the book which I have filed with the committee 
there is a sheet showing the prices of oil from 1903 up to the present 
iime, but you must remember that the sale price of oil does not 
depend nearly^ so much on the conditions of the market as it does on 
the amount which you produce and that sometimes the production 
js enormous and sometimes it goes away down. 

Mr. LoNGWORTH. That does not answer my question, and I am 
speaking of your industry generally. Would you prefer to pay a 
tax under the English system, which would be, say, 80 per cent ? 

Mr. Shea. That would be a difficult thing in the oil business for a 
lot of reasons. 

Mr. LoNGWORTH. Those were the onlv two resources that we had. 

Mr. Shea. I do not know whether they could do that. You know 
the war paralyzed the oil business for the whole of the year 1914. 

Mr. LoNGWORTH. I should like very much to know, because it is a 
question whether we shall continue this excess-profits tax or provide 
a tax under the English system. 

Mr. Shea. I am not prepared to say at this time whether the indus- 
try would prefer that. If, upon examination, it is found that that 
would put them on something like an equality with other industries 
they have no complaint at aU. 
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Mr. Long WORTH. Would you favor a tax based on what you made 
since the war and before ? 

Mr. Shea. That would present a difficulty in regard to those con- 
cerns that had newly started in business. 

Mr. LoNGWORTH. The difficulty that faced us was that we had 
to do something, and we had a choice between two systems, and 
only those two systems. Can you suggest any other excess-profits 
tax except one based on the dinerence between the price before the 
war and during the war or a tax providing an aroitrary amount 
based upon the invested capital ? 

Mr. Shea. We are in a different situation from other industries in 
this way: There is no way that we can produce oil except to find 
new fields. 

Mr. Longworth. Are you arguing that you should be placed in a 
different classification from all other businesses ? 

Mr. Shea. Yes. We are a wasting industry, and from the moment 
we sell the first barrel of oil we begin selling our capital and there is 
no way you can produce more except by miding new fidids. Now, 
that is not true of wheat, or a great many other things. The supply 
of wheat is unlimited, and you can produce more of a great many 
other things, and you can increase the supply of those things to an 
unlimited extent. But with us you can not produce until you find 
or discover oil. It is always a problem. You may or may not dis- 
cover it. 

Mr. Longworth. I will agree with you that the oil business is 
different from other businesses, and I should not object ta a different 
classification for it. but if we still continue this tax it mxist be based 
on invested capital, and must not be based on the value of the prop- 
erty at the time the tax was assessed ? 

Mr. Shea. Why ? 

Mr. Longworth. Because it destroys the whole thing. 

Mr. Shea. You are wrong about that, altogether wrong. Put the 
rate as high as you like 

Mr. Longworth (interposing). Precisely, but you destroy the 
basis. 

Mr. Shea. You can set the rate in the classification, and there would 
be no trouble about that. 

Mr. Longworth. Do you mean to say, as a general proposition, 
that if I buy a piece of real estate for $10,000 and it goes up 1,000 per 
cent that I have a right to be taxed only on the amount that the real 
estate cost me ? 

Mr. Shea. I am not talking about that value. Your rentals do 
not go up in proportion to the increase in value of your real estate 
and the same is true with us. You tax us on the profits we make in 
the business — I will get to sales of property presently; you tax us 
on what we make, the income from our business, just as we would 
tax you on your real estate, on the income you make from it. While 
I am there, I might as well say that I think you can raise a very 
large amount of money by taxing the rents and incomes of indivia- 
uaG to a greater extent, and I think you ought to do it. In other 
words, I think the present law leaves free a great many incomes that 
are obtained from invested money. 

Mr. Longworth. Your proposition, as I understand it, is that 
you should be allowed a deduction of 15 per cent? 
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Mr. Shea. Yes, sir; at least that. 

Mr. LoNGWORTH. And that the valuation should be not on your 
actual invested capital, but the value of your property as determined 
at the time the tax becomes due? 

Mr. Shea. Yes, sir. 

Mr. LoNGWORTHi Therefore, what margin you have to tax the 
excess profits? 

Mr. ohea. I could not just say at this time, but you would have a 
large margin, and the probability is that it would not affect as many 
people as you think. You take concerns with ample capitalization; 
they would not be affected. There would be manv instances where 
the capital on which they are entitled to earn at this time would be 
greatly decreased by an assessment of that kind. There are many 
who are honestly in the business, but in such a way that it is impossible 
to trace all of those things, and yet the value oi their property may 
be greater than on January 1, 1917, and our suggestions would tend 
to greatly equalize all of tnose things. 

Mr. Green. If we could devise some plan by which we could 
equalize these values throughout the oil fields 

Mr. Shea (interposing). That is the only thing we ask. 

Mr. Green. As patnotic people, the same as patriotic people 
elsewhere, you do not object so much to the amount of the tax as 
you do the inequalities in the way it works out, and possibly in order 
to equalize things the value ought to be arranged so that some might 
have to pay more and others less. However, that might be, I think 
you will agree with me that if we could have a general plan for valuing 
the property equally, as nearly as may be through appraisement, or 
something like that^-and by equally I mean fairly as to 

Mr. Shea (interposing). As to the particular industry. 

Mr. Green. Yes; in that particular industry and as between par- 
ticular corporations — if a plan of that kind could be worked out then 
we could iBtpply whatever 

Mr. Shea (inte^rposing). You can apply whatever rate you like, 
we do not caye how much it becomes; it it becomes 50 per cent or 
100 per cent, all right, and if we have not enough to meet it, we will 
have to try to meet it in some way. 

Mr. Sloan. There is no difficulty about rates; the difficulty is 
how are we going to establish an equitable basis. If the basis is 1 
penny and your rate is $1,000,000, we do not gain anything, so that 
the difficulty is in arriving at a proper basis. I think we are more 
interested in that. 

Mr. Shea. There may be some better way in arriving at a proper 
valuation than the one I suggest; I do not Know; but it is the fairest 
one we can think of.* It is the way your property is valued for all 
purposes in every city at the first oi any year. 

Mr. LoNGWORTH. But that is not an excess-profits tax. 

Mr. Shea. No ; it is not an excess-profits tax. 

Mr. LoNGWORTH. That is what we are talking about. 

Mr. Shea. I know it is, but we are now talking about the proper 
way of arriving at that. 

Mr. LoNGwoRTH. Are you arguing against this excess-profits tax 
as a system ? Are you arguing against the system ? 

Mr. Shea. No ; I am not arguing against it at all. 
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Mr. LoNGWORTH. You are arguing against it only as applied to 
your industry ? 

Mr. Shea. Yes; it works such inequalities that the burdens are 
very heavy. 

Mr. LoNGWORTH. Do you admit that it is a proper tax with regard 
to all other industries ? 

Mr. Shea. I do not know; I am not speaking for other industries, 
and therefore I would not undertake to say. While I am on this 
matter I want to say that the English law recognizes a difference 
between the oil industry and other mdustries, and it classifies many 
industries. For instance, the English law permits 24 per cent to be 
earned in gold mining, and in its classification of oils there are various 
classifications. It classifies those engaged in the production of 
California oil and gives them, as I recall, lOJ per cent; but that is a 
matter that you gentlemen will have before you — at least, data 
relating to all of those classifications. However, that is about twice 
what it gives to the ordinary industry in England. Before I get 
away from the matter of invested capital I want to say that we think 
borrowed money ought to be treated as invested capital as well as 
the money which a corporation earns during the year and puts back 
into the business. The oil business is maintained by constantly 
putting back the money you take out in order to keep up your pro- 
duction, in order to keep going, and we believe we ought to be per- 
mitted, when we reinvest that money, to consider it as invested 
capital from that time on. That is only fair to any business — the oil 
business or any other business. If I make a profit and immediately 
put that profit back into my business, use it in my business, anH 
subject it to the risks and hazards of my business, then I am entitled 
to consider it as invested capital and should be permitted to earn 
upon it. 

Mr. Green. I want to make a little further suggestion. I do not 
see quite so much difficulty in getting at this value as Mr. Longworth 
does. In an ordinary business we might say that its value is equiva- 
lent to what it would pay in eight years, and that would be putting 
it on a 12^ per cent profit; but that would not do in the oil business, 
and it would result in too high a valuation, would it not ? 

Mr. Shea. Yes, sir. 

Mr. Green. But suppose we establish the rule in the oil business — 
I am not saying that this is the right proportion because I have not 
studied it, and probably you can inform us — of taking five years as 
the basis. That would greatly reduce your valuation and might, 
perhaps, approximate the proper valuation of an oil well. 

Mr. Shea. I want to say right here that the purchasers of properties 
value them on the basis of the return on the invested capital in some 
period within from three to five years. 

Mr. Green. If we took three years that would cut your valuation 
down still lower ? 

Mr. Shea. Yes, sir. 

Mr. Green. And we could in that way equalize values ? 

Mr. Shea. It would be a very easy matter. 

Mr. Longworth. You did not comprehend exactly what I was 
getting at. My question was not how to determine the present 
value of the property but simply how to determine invested capital. 
Is invested capital the amount you originally put in or is it the 



1018 REVENUE BILL. 

valuation of the propiBrty at the time the tax is paid? That is aU 
I asked. 

Mr. Green. That is just simply, in my judgment — if you will 
pardon me — a play on words. 

Mr. LoNGWORTH. No, it is not; it is an actual and definite propo- 
sition. 

Mr. Green. We speak of it both ways. When we speak of our 
invested capital in a business we sometimes mean the amount we 

gut in five years ago, but ordinarily when we speak about what we 
ave invested in a business we mean what the property is worth 
to-day. 

Mr. Shea. Absolutely. 

Mr. LoNGWORTH. That is not what the law says. 

Mr. Shea. No; that is not the law and that is what I complain 
about, that there ought to be some method provided b^ whicn we 
could arrive at a fair value. I do not care about its beuig big, but 
I want it to be fair, so that it will give us some basis on which to 
start. I do not care anything about the rate of taxation you 
apply, but I do not want you to take all from my neighbor and 
not any from me, or vice versa. The experience in pur country is 
that the cannings of some men do not pay any excess-profits tax at 
all under your law, while other concerns may be paymg quite an 
amount in taxes. If Mr. Green and Mr. Longworth each owned 
i60 acres of land, divided by a road, each having the same number 
of wells, each producing the same number of barrels of oil and putting 
it on the i](jarKet at the same price, it is. not fair to make Mr. Long- 
Vorth pay $300,000 worth of taxes and let Mr. Green get away with 
$8,000. 

Mr. Longworth. Suppose I have only originally put in $10,000 
and he has put in $1,000,000? 

Mr. Shea. Of course, that would be a very extreme case. 

Mr. Longworth. No; you just cited such a case. 

Mr. Shea. But you have not only put in that original amount, but 
you have put in years of labor. I have a neighbor who has had 13 
unsuccessful years in the oil business, and last year, for the first time, 
in 1917, for tne fixst time, after 13 years of effort and labor, he made 
$150,000 and his tax on that $150,000 is $85,000 or $86,000, and he 
put in 13 unsuccessful years before that time. Those are the ine- 
qualities that I urge against 

Mr. Green (interposing). If the valuation were fixed on a three- 
year basis there would be very large returns ? 

Mr. Shea. Yes, sir. If the method were used that a purchaser of 

froperty uses in estimating its value it would give you a large return, 
have no doubt but that you can get very much more taxes from the 
oil industry by the method we propose, and I think they would be 
equitably distributed over the whole business. If anybody can- 
suggest any good reason why, when a man borrows money on credit 
outside of the industry in whi h he is engaged — and a man with a 
lease in a field that is promising could not borrow a dollar on that 
credit from a bank anywhere in the world, but he must borrow it on 
other credit, and he puts it into his business — if there is any good 
reason to urge why it should not be treated as invested capital From 
the tim3 h3 put it m, I have not heard it. 
Mr. Longworth. I agree with you on that. 
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Mr. Shea. That is good common sense and it ought to prevail. 

Mr. Sterling. Are you certain it is not now treated as invested 
capital ^^ 

Mr. Shea. I am absolutely certain it is not treated as invested 
capital anywhere. You can dedu t what you pay interest on— well, 
I will Qualify that by saying that in the case of a corporation they do 
treat tne borrowed money invested in the business, but upon whi h 
they are not allowed to deduct interest, as invested capital, but thai 
is tne extent of it. 

Mr. Sterling. These inequalities arise from the difficulty iii defiii- 
ing invested capital ? 

Mr. Shea. Yes, sir. 

Mr. Sterling. The value of the property is made up either of the 
money that is actually put in or the property that is put in arid the 
good wiU that goes with it? 

Mr. Shea. There is no good will in the oil business. 

Mr. Sterling. I think there is a good deal of good vnll in the case 
that you cited, where one man invested $10,000 

Mr. Shea (interposing). There is no good will, because your enemy 
will buy your oil just as quickly as your friend. 

Mr. Sterling. What would you call it? 

Mr. Shea. I would call it earned increment or appreciation in 
value. 

Mr. Sterling. How are you going to determine the value of the 
good will or this appreciation value that you speak oft Is Hot its 
earning power the only way to determine its value ? 

Mr. Shea. Yes; but its earning power depends on its future 
possibilities. 

Mr. Sterling. Eight per cent is counted a pretty fair income on 
capital, is it not ? 

Mr. Shea. Not in the oil business; you could not get motiey into 
the oil business for that. 

Mr. Sterling. Would you adopt one rule for the oil business and 
another rule for some other business in determining the value of the 
good will or in determining what you call appreciation ? 

Mr. Shea. Good will does not enter into the production of oil in 
any degree; it is absolutely eliminated. 

Mr. Sterling. Then call it the other thing, call it appreciation of 
value. 

Mr. Shea. You would not put the production, exploration, and 
pioneering for oil in the same category that you would put the bank- 
ing business, would you? If you had $100,000 to invest and you 
had the choice of putting it in either one of those businesses at 8 per 
cent which would you choose, the banking business or the oil business i 

Mr. Sterling. Well, I do not know wnich I would choose, because 
I do not know anything about either, as far as that is concerned. 

The Chairman. He would put his money in the business that he 
thought would make him the most money. 

Mr. Shea. The question of safety enters into it and the question 
of which business would give the surest return enters into it. 

The Chairman. But if he thinks he is going to make more money 
he win take a risk, just as thousands of men will take a risk on the 
stock exchange. 
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Mr. Sterling. I would not put it in the oil business if I thought 
I could only make 8 per cent; 1 would put it in the banking business 
in that case, because I would hope to make a much higher percentage 
in the oil business. We realize the inequaUties of this proposition 
and those inequaUties do not apply only to the oil business but apply 
to many other lines of business. The difficulty we have is in de- 
termining a basis for exemption, and I do not believe you have 
offered any suggestion that would help us on that proposition. We 
have adopted invested capital as the basis and that is where the 
difficulty arises. Now, what would you think of this, saying nothing 
about xapital: To give every concern a flat exemption, not any 
percentage, but a given amount, say, $5,000, and then taxing all the 
rest of the income above the exemption on a graduated scale, with- 
out any reference whatever to the amount of money that is invested 
then capital ? 

Mr. Shea. The same as is done in the case of the payment of the 
income tax ? 

Mr. Sterling. Yes. 

Mr. Shea. That would put your corporations on a graduated in- 
come tax? 

Mr. Sterling. Yes. What would you think of that? 

Mr. Shea. If you did that you ought to tax the money when it 
reaches its final resting place ; the man who owns that money ought 
to pay that tax when it reaches him. 

Mr. LoNGWORTH. It would not be an excess profits-tax under any 
consideration ? 

Mr. Shea. I would not call that an excess-profits tax at all, and that 
would be an absolute abandonment of the excess-profits tax. 

Mr. Sterling. We do not care what it is called, so we can get this 
revenue. Would not that be a better plan than the plan we now have 
of an excess-profits tax? 

Mr. Shea. You might in rease the income tax, or the normal 
income tax on individuals, and it might be increased on corporations. 
It probably ought to be. When the corporation distributes its divi- 
dends to the stockholders, let the stockholder, who is the final owner 
anyway, pay that tax, and let the corporation pay its flat tax. Let 
the corporation pay its flat tax, and lay the graduated tax on the in- 
come of the individual when*it reaches him. That is where it belongs. 

Mr. Green. I want to ask you another question in regrad to the 
matter that we were just discussing. You were speaking about 
paying this higher percentage, or using a higher percentage m com- 
puting the value oi the investment in oil companies, and you were 
suggesting what that higher percentage ought to be. Now, you were 
not speaking in the interest of the oil people then, but against their 
mterest, were you not? 

Mr. Shea. Yes, imdoubtedly. Now, there is another thing, and 
that is that oil is just as absolutely necessary as flour, wheat, meat, 
and other like suppUes. It is a fuel upon which we are largely 
dependent. We are up against this set of circumstances in the oil 
fields, that after putting forth the greatest efforts we can, and after 
taking chances that we really ought not to take, we are not able to 
keep the production normal at this time, and there have been 3,500,- 
000 barrels of oil taken out of storage during each month of 1918. 
After a while, in a brief time, that storage will be below the point of 
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safety, A certain amount of oil must be kept in storage so as to 
insure a safe supply, but, after a while, with those withdrawals from 
storage, it will be below that safety point. Therefore, there must be 
something done by which men will be encouraged to go out and dis- 
cover new fields. If you take 60 per cent from the adventurer when 
he goes out and discovers a new field, he certainly can not afford to go. 
The cost of drilling wells has increased enormously. Everything has 
practically doubled in cost. Labor has more than doubled in cost, 
and the cost of raising, pumping, and repairing has doubled. As 
shown by the table that has been prepared, all of those things have 
more than doubled in cost. 

The price of our oil when the war began, or when the United States 
entered the war, was $1.70 per barrel, while the price at this time 
is $2.25 per barrel. That price is fixed at this time by the Fuel 
Administration, and the price can not be raised. It is only fixed in 
the interest of the consumer, and it is not fixed in the interest of the 
wildcatter or prospector. Those are things that you must keep in 
mind. You must Keep the storage up to the point of safety, and you 
can only do that by encouraging or permitting these men to take 
chances. They will onlv do thai if they are permitted to retain a 
substantial portion of what they discover. 

The Chairman. I have asked several oil men this question, and all 
of them seem to have different opinions. In your territory, in 
Oklahoma, what is the average life of a well ? 

Mr. Shea. You produce from a well in the first year, or within the 
first 12 months of its production, from 45 to 52 per cent of the oil 
that it ever will produce. During the next three years you wiU get 
85 per cent of all the oil it will ever produce. In other words, in four 
years the well will produce 85 per cent of its total production. At the 
end of four years there will be 15 per cent of the total production of 
the well left in the ground. At first it comes slowly, or to the point 
where it is taken out by pumps. It filters slowly through the sand, 
and the remaining 15 per cent may be taken out over a period of 
several years. A well will produce 85 per cent of its total production 
m the &st four years. 

The Chairman. That is the experience in Oklahoma ? 

Mr. Shea. That is our experience; yes, sir. 

The Chairman. I believe that the committee generally feels that 
there must be some modification of the law made in the mterest not 
only of oil and gas but also in the interest of lead, zinc, and other 
minerals in the mining of which exhaustion takes place in the course 
of a few years. Of course, coal and iron deposits may last for years, 
but this provision should apply e-specially to minerals of the kind I 
have mentioned. Now, the difficulty is in determining how to get 
at it, or what the remedy should be. That is the difficulty before us. 

Mr. Shea. I know it is a difficult question. You can got a great 
deal of information on the subject irom the Fuel Administration, 
and you could get a great deal of information from the Bureau of 
Mines. 

The Chairman. Don't you believe that the principle applying to 
other industries, except those that exhaust themselves in a few year?, 
like oil, gas, lead, zinc, etc. — that is, by taking the capital invested — 
is the most equitable way to get at an excess-profits tax ? 

Mr. Shea. I belieVe that is true. 



1022 REVENUE BILL. 

The Chairkan. Otherwise, we would have the English system of 

{>rewar profits and war profits. If we had that in this country, a 
ew corporations would escape taxation to the amount of $550,000,000. 
The English system applied to new business or new business started 
up si ice the war, witn their exemptions — I do not know, but I have 
understood that last year they increased their exemptions from 6 to 9 
per cent 

Mr. Shea. I do not know as to that. 

The Chairman. I doubt whether it is true. 

Mr. Shea. Mr. Farish, president of the Gulf Coast Oil Association, 
suggests to me that the average life of their wells on the Gulf coast 
is about three and a half years. Of course, that is different from the 
condition i\ the western fields, and I am speakiig only of the Mid- 
Continental and older fields. There is another uiing I want to get 
before committee: A great many people think that afi a man has to 
do is to put down a weU, and that it then begins paying dividends. 
I want to say that there are 20,000 wells in Oklahoma, north of the 
Arkansas River, that are producing on an average, from one to 
one and a half barrels of oil per day. In other words, the 20,000 
wells are producing about 30,000 barrels of oil. I think that a very 
fair estimate of the cost of those weUs at the beginning would be 
from $4,000 to $4,500 each. 

The Chairman. There is another thing I want to ask you: After 
you have put your pumping machinery and other machinery Up, 
and the well is exhausted, is that machinery worth anything to you ? 

Mr. Shea. It has what is known as a salvage value, whicn should 
be considered in connection with aU this. 

The Chairman. What would its value be after the well has been 
exhausted ? What would a wooden derrick be worth ? 

Mr. Shea. At the end of three years a wooden derrick would be 
practically worthless. The tubing, casing, and machinery would 
have a value of probably 40 per cent of the original value. I do not 
know but what that would be too high. 

The Chairman. It would have some reasonable salvage value ? 

Mr. Shea. Yes, sir. For instance, if we bought material at the 
present prices, and then at the end of three years should go back to 
normal conditions, the material would not be worth more than 10 or 
15 per cent of the original cost, because we are now paying two and a 
half times as much for material as we did in normal times. 

Mr. Hawley. You spoke of 20,000 wells producing one and a half 
barrels of oil each; in what period of time was that od produced? 

Mr. Shea. Per day of 24 hours. Now, there are thousands of 
wells throughout the State of Pennsylvania that do not produce one 
barrel of oil per week, and many of them are only pumped one day 
in a week. They have gotten down now to the point where they 
compute Pennsylvania oU wells in gallons instead of barrels. You 
read about the gushers, but the reliance in the oil business is the 
settled steady production that is constantly going on. The reliance 
in the oil business is the producer who is steady and conservative, just 
as it is in every other business, and not those great strikes and thmgs 
that you read about. I have myself in past years drilled a number 
of wells that cost me all the way from $6,500 to $7,500, from which 
the initial production was only 8 or 10 barrels per day, and they have 
rapidly gone down to 4 or 5 barrels. At that rate it tkkes a long time 
to get your money back. 
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Mr. Dickinson. You spoke of 20,000 wells north of the Arkansas 
River that produced an average of one and a half barrels of oil' per 
day. 

Mr. Shea. Yes, sir. 

Mr. Dickinson. You were not including dry wells in that average ? 

Mr. Shea. No, sir; I am not considering them at all, but I am talk- 
inff about producing wells. 

Mr. Dickinson. How many other wells are there in this territory 
besides those 20,000 ? 

Mr. Shea. That is the total number of wells north of the Arkansas 
River in Oklahoma. 

Mr. Dickinson. Of all kinds ? 

Mr. Shea. Yes, sir; there are between twenty and twenty-five 
thousand wells. 

Mr. Dickinson. AU the wells together average that production ? 

Mr. Shea. Yes, sir. That does not include the Osage Indian 
Reservation, in which there has been some development, but it 
includes the Cherokee and Creek Nations north of the Arkansas 
River. This statement of mine includes only the producing wells, 
and I have taken no accoimt of the dry holes. They do not enter 
into it in. any d^ee. 

Mr. Gabneb. 1 ou want this committee to consider vour industry 
,in levying excess profit taxes a^ide from the general industries of the 
country ? 

Mr. Shea. Yes, sir. 

Mr. Gabneb. You want us to make of you a specific industry, and 
levy the taxes according to the conditions ? 

Mr. Shea. Yes, sir. 

Mr. Gabneb. The mining people have been here. For instance, 
the zinc miners have been nere, the copper miners have been here, 
and the coal miners have been here. Representatives of the various 
mining or mineral industries have come in and claimed something on 
the same line that you suggest. 

Mr. Shea. I think they are entitled to it. 

Mr. GabnbJb. If the industry is such that it exhausts itself in three 
or four years, you think that a different method should be applied. 
You think that a different rule ought to be made in those cases, and 
I think that is a very good argument. But here is the difficulty 
that we have: Here, for mstance, is a mining industry that exhausts 
itself, we will say, in 4 years; another that exhausts itself in, say, 10 
years; and another that exhausts itself in 15 or 20 years. Now, how 
IS Congress going to write a law or make a prescription that will apply 
equitably to all of those mining industries ? 

Mr. Shea. I know it presents great difficulties, but there must be 
some way in which it can be fairly reached. 

Mr. Gabneb. It is my opinion tnat you and your associates ought 
to get together, just as I suggested to the insurance companies, and 
see if you can write a prescription that would be applicable to your 
condition, so that we could get all of the money out of your busmess 
that we possibly can during the war without destroying it or unduly 
disturbing it. If you will do that, I am sure we will be glad to con- 
sider it. 

Mr. Shea. We will be glad to do that. 
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Mr. Gabneb. Of course you understand your business much better 
than I do, and if you come here and make an argument and produce 
a lot of figures to show what a hard time you are having and then 
expect me to write the prescription, I might make a bad job of it. 

Mr. Shea. We will be glad to do that. There is this distinction to 
be borne in mind as between oil and a body of ore in the ground, and 
that is as soon as you reach your oil you must bring it up at once. 
You can not leave it there in the ground. In the case oi ore, you 
don't have to bring it up until it is needed, but you must bring up 
your oil. Your oil must be produced at once, because your neighbor 
across the way is, perhaps, orawing from the same pool. Then, you 
must sell it. You must sell it in whatever market you can get. x ou 
can not store it and you can not keep it 

Mr. Gabneb (interposing). We have one or two oil sharks on the 
committee. 

Mr. Shea. We will be glad to furnish you with such information 
bearing on that as we can. 

Mr. LoNGWOBTH. Supplementing what Mr. Gamer has said, you 
realize the problem that we have. We are attempting to raise almost 
double the amoimt now being raised by taxation, and it is our problem 
to raise that without destroying the machineiy by which profits are 
earned. • 

Mr. Shea. We will be glad to give you any data in our power. 

Mr. LoNGWOBTH. What we want you to show us is how we can get 
the largest amount from your business without in any way destroying 
your efficiency, your production, or your machiiiei^ for earii^ 
profits. 

Mr. Gabneb. You suggest to us the machinery, and you may 
suggest the rate, if you want to, by which we can get the largest 
amount of money out of your industry during the time of the war, 
so as not to destroy or impair the tax-producing or revenue-producing 
power of that industry, and we will be glad to consider your sugges- 
tions. 

Mr. Shea. We will be glad to furnish you such suggestions. 

There is another matter that I would like to bring to your atten- 
tion, and that is the matter of the depletion of leases by the return 
of the invested capital. Now, growing out of a series of decisions, 
there is a distinction made between a leasehold and a freehold. The 
owner of the freehold, who usually receives one-eighth of the amount 
of oil or gas recovered from the property, is permitted to have his 
capital returned to him without depletion, the amount deducted each 
year being the total amount received after paying taxes. We are 
entirely satisfied with the regulation that we have now, except, as 
applied by the Treasury Department, there is a distinction made 
between the leasehold and the freehold, and we contend that that 
distinction should be eliminated. The distinction between a lease- 
hold and a freehold is purely theoretical, and it ought not to be con- 
tinued. They are in the same situation as to their legal rights, and I 
think there should be written into the law a provision that leaseholds 
shall be treated in the same way as freeholds. The owner of the free- 
hold usually has one-eighth of the oil or gas, while the owner of the 
leasehold has seven-eighths of the oil or gas. In some instances, 
instead of one-eighth, the amount of the royalty is one-sixth. The 
owner of the lease ought to have an allowance made for the return of 
invested capital. 
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In other words, unless there is such an allowance made, or unless 
the producer of oil or the owner of the lease is permitted to have a 
return on his capital by reason of depletion, when his production 
ends his capital goes out with it. 

We have proposed that this ought to be divided into payments, 
and I think there will be no dispute about that. It would be paid 
with less disturbance to business affairs that way. For instance, 
last December, the bankers through a committee out there notified 
the oil men at a big meeting that thev would not be able to finance 
the oil men on their taxes, and that they should begin right then to 
prepare to meet their taxes. They said that they would not be able 
to nnance them. The result was that the oil men began to prepare 
to meet their taxes and ceased development work. They ceased 
development work with a view of being prepared to pay their taxes. 
They met them without any great amount of difficulty, but in order 
to meet their taxes they began last December to prepare for them. 
Thev did that, because they were warned by the banks that they 
could not finance them or take care of them in the ordinary course 
of business. So if that demand were distributed over four pay- 
ments, it would be a good thing. 

Mr. White. May I ask whether, in your opinion, the curtailing of 
new business has affected the production of oil materially ? 

Mr. Shea. Yes, sir; very largely. We are engaging in new enter- 
prises now imder great difficulties. Labor is scarce and is not good, 
while material is very high. In many instances it is almost impos- 
sible to .get labor or material. The cost of wildcatting is now almost 
prohibitive except to a man with great capital. For instance, a man 
will not take chances on drilling a dry hole, even in promising terri- 
tory, when you tell him that the cost wiU be $45,000, and that it may 
be a total loss. 

I want to make a suggestion as to sales: At present, if a concern 
owning several properties sells one of those properties and immedi- 
ately reinvests the money in its business, the present method of 
treating it is to take that property separately and treat it as profit 
and levy immense taxes upon it, although they do not take it out of 
their business. The English have a very superior method of treating 
that. They permit the money taken out by the sale of property to 
be immediately reinvested in the business, taking as profit only the 
difference between the sale price and that which was reinvested. 
That is entirely fair both to the Government and to the business. 

Mr. White. You stated to the committee that there had been 
taken out of storage 3,500,000 barrels of oil per month. Did you 
mean that that mudi was taken out of storage m the Mid-Continental 
field ? 

Mr. Shea. No, sir; in the total number of fields. I referred to the 
total storage. Of course, I am not talking about CaUfomia, because 
that is in a class by itself. I referred to the total field exclusive of 
California. I will give you those statistics literally as they are. 

Now, returning to this suggestion as to sales of property, sales of 
property ought to be encouraged. You have heard the statement 
that there have been no sales of property in the Mid-Continental 
field since this law went into effect. Tney can not sell. This provi- 
sion absolutely stops them from selling. The result is that tne oil 
man who has accumulated a fair amount of property can not sell it. 
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He can not get his money out of the property and go into other 
ventures and keep on in business. He can not sell nis property, 
because he can not afford to pay the tax that is assessed against his 
sales based on capitalization. 1 can give you the instance of a con- 
cern operating in three States — Kansas, Oklahoma, and Texas — 
which recently entered into a contract to sell provided some arrange- 
ment could be made about the payment of the taxes on the safes. 
They figured out that they could pay $500,000 to the Government 
in taxes. 

They figured out that both the purchaser and the seller could 
stand that. They came to the Treasury Department here with a 
suggestion that if they could be permitted to pay $500,000 in taxes 
that trade could be made, but there was no method by which the 
Treasury Department could accept that, and the result was that the 
sale was not made, and the Government lost $500,000, while the 
people were compelled to keep their property. The suggestion was 
made a while ago that you comd tax earned appreciation or apprecia- 
ation whether it was earned or not. You would be undertaidng a 
big job in taxing that sort of appreciation, because that would apply 
to every other industry. It would apply to every house and lot 

Mr. Garner (interposing). What do you think about the public 
poUcy of Congress leaving it very largely in the discretion of the 
Treasury Department to pass on cases of that sort ? 

Mr. Shea. We have made that suggestion here, and we would have 
a board of equalization to do that. 

Mr. Garner. Suppose Congress should follow that suggestion, and 
by virtue of a want of conception of the law or a dispositioii not 
to construe it as it should be, the administration of the law should 
be had in such a way as to abuse the privilege given, would you not 
be among the first to come to Congress asking that that wrong be 
remedied and complaining at Congress for having permitted it ? 

Mr. Shea. No, sir; we would not complain at what you had done. 

Mr. Garner. You would come to us and say, *'We want you to 
give us a remedy against this outrage that has been perpetrated upon 
us by the Treasury Department m the construction of the law.^' 
You would want us to go back and enact a rigid rule. 

Mr. Shea. When we are wronged by any executive branch of the 
Government, we will come to Congress for relief in the matter, 
because there is no other place for us to go. 

Mr. Garner. That is what I am pointing out to you now the 
danger of Congress giving too much discretion to the executive branch 
of tne Government m the administration of the law. 

Mr. Shea. I think there might be too much discretion in some- 
thing of this sort 

Mr. Garner .(interposing). You are a man of affairs and you have 
studied poHtical questions, and you know that it is dangerous for 
the legislative branch of the Government to place too much dis- 
cretionary power and power to show f avortism in the administration 
of the law m the hands of the executive branch of the Government. 

Mr. Shea. In the matter of the suggestion I have made in regard 
to sales, it wUl be quite an easy matter to write into the law a pro- 
vision that would cover it. It would not be a difficult matter to 
cover that. 
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Mr. Garner. You might cover all of the points you make by 
suggesting provisions thpt might be put into this bill. 

Mr. Shea. We will submit those suggestions in the brief that we 
will file with the conmiittee. 

I want to give one more instance along that line : In this case the 
concern has a nominal capit 1, and has been very successful. They 
have a capital investment of $10,000, and they h^'.ve been extremely 
successful. Their tax this year is $240,000, and they were ready ajid 
willing to pay thr.t t"x, except thft they did not nave the money. 
They n^ d t^ken all of the money earned from the business last year 
and put it back into the business. In order for them to pay the 
tax, it was necessary for them to sell some property. They have 
one piece of property that they could sell for $300,000, but under 
the present method c f figuring it this would be considered under the 
present law as a profit, while, in reality, it should be considered as a 
diminution of their invested capital. 

The result is that if they should sell their property for $300,000, 
thereby redu :ing their assets in that amount, it would be classed 
as profits in the current year under the present law, to which would 
be applied a 60 per cent tax, and they would still lack $120,000 of 
having enough money to pay the tax now assessed and the tax upon 
the sale. Tuat being the case, they are now considering making a 
proposal^to the Government to let the Treasury Department seauester 
and sell enough of their property to pay the tax. If they sell it to 
pay the tax, they can not^et enough money to pay both of the taxes 
thpt would be assessed. 

Mr. LoNGwoRTH. Can you say how the average profits from the oil 
business last year conmare with the profits for 1911, 1912, 1913 ? 

Mr. Shea. No, sir; 1 can not say. Y u have no stati tics f ir 1911 
and 1912, but beginning with the income tax, your income tax 
reports would show that pretty well. Speaking person- lly, all the 
money I have ever made in the oil business was made in 1911 when 
oil was selling at 35 cents per barrel. That is the only time I have 
ever made any substantial sum of money in the oil business. I did 
that by producing oil at 35 cents per barrel, but I did it because of a 
discovery. 

Mr. LoNGWORTH. The reason I asked that question was to get some 
idea about how the English system would affect the oil business. 

Mr. Shea. During the war 

Mr. Long WORTH (interposing). I am referring to war profits. 

Mr. Shea. I am inclined to think that the war has rather injured 
than helped the oil business. Although the price is greater, the pro- 
duction IS less. For instance, in 1914 and 1915 the wonderful Gushing 
field, a strip of ^ound 6 miles wide and 12 miles long, produced more 
oil than the entire State of Oklahoma is producing just now. When, 
if we go back to 1916 and 1917, the Eldorado and Augusta fields in 
Kansas produced such an enormous amount of oil that the price was 
kept at a very moderate figure. Now all of those fields are decreasing 
rapidly. 

Mr. LoNGWORTH. You think that the war has hurt rather than 
helped the industry ? 

Mr. Shea. Yes, sir. 

Mr. LoNGWORTH. Then, in getting at the excess profits by the 
present method 

Mr. Shea (interposing). I am not claiming that exemption. 
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Mr. LoNGWORTH. I am saying that- 



Mr. Shea (interposing). I am willing that you shall take the price 
of oil at the beginning of the war and take any increase since then and 
call that a war profit. 

Mr. LoNGWORTH. We have two methods of getting revenue by 
means of excess-profits taxes, one by oiu* present system and the other 
by the English system. You say you think that would not aflFect 
you, because we could not get any tax from the industry under the 
English system ? 

Mr. Shea. 1 do not beheve that the profits have been increased by 
the war. 

Mr. LoNGWORTH. Then, we would not get any tax out of the indus- 
try under that system, and so oiu* only recourse would be our own 
system. That is the reason I hope you will give us all the assistance 
you can in devising a method to raise a substantial revenue without 
actually destroying the machinery by which it is produced. 

Mr. Shea. I think we can do that very easily. I would like to call 
your attention to the fact that there is an error in the calculation 
shown on page 24 of the brief, and 1 have inserted a typewritten page 
to be taken in lieu of page 24. You will please not consider that 
example on page 24 in prmt, because it is a miscalculation. 

The Chairman. In allowing you a deduction for depletion of oil, 
do they allow you the value of the oil in the well ? 

Mr. Shea. No, sir. 

The Chairman. How do they treat that ? 

Mr. Shea. They treat that iij this way: There are two methods of 
doing it. The first method, and a very satisfactory method, is to esti- 
mate the amount of oil in place at the beginning of the jrear. For 
instance, we have 1,000 barrels of oU in place at tne beginning of the 
year, and we take out 200 barrels of it. Then your property is de- 
pleted to the extent of 20 per cent of the invested capital. 

The Chairman. And in making up your return of profits you 
deduct that ? 

Mr. Shea. Yes, sir; for the return of invested capital. 
' The Chairman. Do you treat a lease in the same way ? 

Mr. Shea. They do not permit it now on a lease, although the 
owner of the lease owns seven-eighths of the oil. They do permit it 
in the case of the owner of the property. A lease may represent a 
large investment. A single quarter section frequently sells for 
$250,000, or the lease does. On the Osage Indian Reservation many 
leases have brought at pubUc sale in the neighborhood of $100,000, 
That is simply for the lease itself. 

Mr. White. Before oil was produced ? 

Mr. Shea. Yes, sir; a mUe or more from any production. 

Mr. Green. What is usually paid for a lease ? 

Mr. Shea. In the Osage Nation the royalty is one-sixth, but almost 
everywhere else it is one-eighth. There is usually, also, a cash bonus 
paid. 

Mr. Garner. In buying a lease, you would pay a cash bonus for 
the privilege of prospecting for the oil, and then you would pay a 
royalty of one-sixth or one-eighth of the oil produced ? 

Mr. Shea. Yes, sir; you really buy the oil m place. 

Mr. Collier. And in case you do not develop that field, you pay 
the owner so much every year ? 
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Mr. Shea. Yes, sir. * 

Mr. CpLLiER. That is paid in advance ? 

Mr. Shea. Yes, sir; it is so much per acre per year until develop- 
ment begins. Then when the royalty equals the annual payment 
to the lessor, the annual payment stops. 

The Chairman. Is there any deduction for depletion allowed as 
to the lessee ? 

Mr. Shea. No, sir; but 1 think it was the purpose of Congress in 
the act to do that. 

The Chairman. How would you word it ? Suppose we substituted 
the word "acquire'' for the word "purchase'' in section 5? 

Mr. Shea. I have not that section before me. 

The Chairman. Well, any way, the depletion provision. 

Mr. Shea. I would just say, "No distmction to be made between 
owner and lessee in this matter.'' 

The Chairman. Then how would you get it in the case of the 
lessee ? 

Mr. Shea. Of course, when he acquires it it is his, and whatever 
he has got in there ought to be returned to him. 

The Chairman. So that when the lessee had 1,000 barrels, you 
take 200 from it as 20 per cent ? 

Mr. Shea. Yes, sir. 

The Chairman. In the same way ? 

Mr. Shea. In the same way. 1 would treat the owner and the 
lessee on an equality. They are on an equality so far as that deple- 
tion is concerned; and that is only so that at the end of the useful 
life of the property the man may have back his investment and have 
it intact, lust as ne does in any other business. In the mercantile 
business, for instance, his profits are the difference between his cost 
and expense and his sale price, and it ought to be the same way in 
this case. 

Mr. Chairman, I would like to say that Mr. E. H. Letchworth, of 
Buffalo, representing Forman & Hochstetter, Oklahoma operators, 
also appears with the committee in this matter, and Mr. Hayes, of 
Oklahoma City, would like to make a brief statement. 

STATEMENT OF MB. S. W. HAYES, OKLAHOMA CITY, OKI A., 
ATTOENEY, AND ALSO INTEEESTED IN OIL PEODUCTION 
AS A PEODXJCEE. 

Mr. Garner. Judge, may I ask you a question before you start ? 

Mr. Hayes. Yes. 

Mr. Garner. Did you ever Uve in Texas ? 

Mr. Hayes. Yes, sir. 

Mr. Garner. Were you bom in Texas ? 

Mr. Hayes. No, sir; I was born in Arkansas. I have a double 
combination on that. 

Mr. Garner. Is it not a fact that most of the good people hving 
in Oklahoma either were born in Texas or came from Texas ? 

Mr. Hayes. Well, we have a great many good people from many 
States. We have a great many Texans there, and they predominate. 
We also have a number from Alabama, and we have a number of 
Mississippians. 

6405^—18— No. 15 8 
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Mr. Collier. You have some mighty good Mississippians in Okla- 
homa. 

Mr. Hayes. Yes, sir. 

Mr. Garner. I am not reflecting on them. I simply wanted to 
claim that as a predominating factor a majority of them were either 
bom in Texas or have hved in Texas. 

Mr. LoNGWORTH. You left Texas as soon as you could get away ? 

Mr. Dickinson. I understood the best people they have down 
there came from Missouri. 

Mr. Hayes. We have a great many good people from Missouri. 
One of our Congressmen, Hon. Scott Ferris, is from Missouri, and 
our governor is from Alabama, and several members of our supreme 
court are from Kentucky. 

Mr. Sterling. Did all the smart people leave those States for 
Oklahoma ? 

Mr. Hayes. A great many of them did. We do not undertake to 
say that they all aid. 

Mr. Chairman, I am not going to attempt to burden the committee 
with more than one or two matters. Judge Shea has very generally 
covered the field. There is one condition and one effect and result 
that flows from this present act and its apphcation which should be 
remedied if a way can be found to remedy; it, and that does not seem 
to us at all impossible, and at the same time not diminish or impair 
the amount of revenue to be received by the Government. 

This act operates as a great inequality between the company that 
goes out and pioneers, takes the long chances and has a small invest- 
ment to begin with, as against the company that has a settled pro- 
duction, has a large investment and a large capitalization, and an 
almost uniform rate of income. You may take the example that 
has been given in the typrewritten sheet which has been handed to 
you and that is fairly illustrative. The Congressman from Ohio 
propounded a question to Judge Shea that seems to me worthy of 
noticing, when ne asked whether the man who had gone on to the 
160 acres had invested $10,000 and several years of effort and ulti- 
mately discovered oil and developed before this law became effective 
a very large valuation for his investment, whether or not he should 
not be treated upon the same basis as the man who waited until a 
value was developed and then went in and bought a sure thing at a 
million and a half dollars with a certainty of no loss in his investment 
but a reasonable return upon his investment. I say unqualifiedly 
that the man who takes the chances and who developes the property 
and discovers that great amount of wealth and makes it available 
for our country deserves a consideration upon some other basis than 
the actual amount of money he put into it that he has a record of, 
to wit, the $10,000; and if the pioneer in the oil business is to be 
treated upon that basis in arriving at the amount of excess-profits 
tax he shall pay, solely from the number of dollars he put into it, 
the small pioneer wiU be driven out of the business. 

For iQustration, take the example which is given to ^^ou on the 
typewritten sheet here. A company that has a large capitaUzation, 
say of $3,000,000, and with a regular income, its activities are scat- 
tered over a wide area and a wide territory, in some of which it will 
have losses and in others it will have gains by means of its produc- 
tion and by means of its discoveries, and it has an average income of 
25 per cent for four years. You take a pioneer who goes out with a 
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capital, say, of $300,000 and who pioneers and develops for a period 
of three or four years — and one who goes into new territory gen- 
erally finds it takes from two to three and a half or four years to 
make his property a paying property — ^if he makes a new discovery 
and is successful m findmg oil, he is away from the pipe line and he 
has to develop it, and ordinarily it is difficult to get supplies and 
njaterials necessary for development purposes, and frequently they 
are located some distance from the railway and freightmg facilities 
are difficult and inconvenient and it is from two and a half to four 
years before he realizes any great income from his properties. Then 
ne may realize in his fourth year 100 per cent on his property. You 
will find from the sheet which has been submitted, and which is 
illustrative, that with 100 per cent in his fourth year he will pay 
approximately 48 per cent of the entire amount of his profits in the 
fourth year as an excess-profits tax under this law. On the other 
hand, tne company that has eUminated very largely the chances by 
getting the benefit of the law of averages, having a laree investment 
scattered over a wide area of territory in different fielas and having 
production realizing 25 per cent a year on his investment for four 
years, also makes a total income of 100 per cent and is taxed 16.71 
per cent under this law as its excess-profits tax. 

Now, there can not be any question, after a full study of the act, as 
it now is, that it operates as a very heavy burden upon the pioneer 
and the small investor. Then with the high-profits tax following, 
if he discovers oil, it makes it almost impossible for him to dispose 
of his holdings by way of sale. 

I realize that the important point you gentlemen have to consider, 
and the important feature of this hearing, is finding some method to 
solve the problem. The difficulty lies in the peculiarities of this 
industry, and it has conditions surrounding it and has handicaps 
from the point of view of this legislation that but few, if any, other 
industry nas. They are probably greater than the lead and zinc 
business. The oil producer, when he finds oil, has got to quickly 
develop his premises for several reasons. If he does not do so, the 
man adjoining him will take the oil away from him, because oil is of a 
fleeting nature and would get away from him. Again, most oil is 
developed on leases, and if you do not develop your lease immediately 
and economically, the lessor can forfeit your lease and you lose your 
property. So you have got to produce the oil and bring it to the 
earth's surface quickly, i ou can not postpone it as you can in some 
of the other industries. Therefore that presents a condition that has 
to be considered, and is one which is pecuhar to the oil industry and 
does not exist as to other industries. 

Now, as to the different methods. Judge Shea and the other mem- 
bers of the committee have presented in the parnphlet filed with the 
committee the suggestions of the committee. There appear to be 
three methods by which this might be handled which seem to us 
practical. In reference to the method that Judge Shea suggested 
of valuation, I hardly thought the Congressman from Ohio caught the 
suggestion of Judge Shea in that respect. The valuation oi these 
properties does not seem to us to present any unfairness; that is, 
to permit the owner of these various properties, whether he be the 
discoverer of the oil properties or the purchaser of them, before the 
law became effective, to have treated as his investment the values 
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of his properties at the time the law became efiFective. This law 
became effective as of January 1, 1917. If a man by taking the 
great hazards of the business prior to that time had developed 
these values, it occurs to us as a matter of justice and equity that he 
should have considered as a part of his investment these values which 
he developed just as much as the man who had gone out and bought 
the properties after they had been developed oef ore that time or 
after the values had been discovered; and one of the methods pre- 
sented to you would be a valuation of these properties as of January 
1, 1917, aading thereafter to them the additional capital put into the 
business. 

This, of course, would leave newly discovered properties to suffer 
some of the inequalities and injustices of the present law, that might 
be developed subsequent to 1917, and they probably would have to 
be handled, and should be handled, upon a different basis. 

Mr. LoNGWORTH. Judge, let me ast you right there, you realize 
that such a system as you propose applied to industries imiversally 
would bring in practically no excess profits taxes at all ? 

Mr. Hayes. No, I do not recognize that at all, for the very reason 
that oil properties that have been developed 

Mr. LoNGWORTH (interposing). No; I say, if your system was ap- 
plied to all industries we would not get practically any excess-profits 
taxes. 

Mr. Hayes. That might be true, or at least it might very greatly 
diminish the revenues. 

Mr. LoNGWORTH. Precisely; so that your argument is that your 
particular industry ought to be segregated and a different rule 
applied to it ? 

Mr. Hayes. Yes, sir; we take that position. 

Mr. LoNGWORTH. Your argument is not against the tax as a whole 
as applied to the industries 

Mr. Hayes (interposing). No, sir; we are not attempting to direct 
any criticism to this act as applied generally, but we are saying that 
because of the peculiar condition, of the oil industry and the hazards 
of the business and the rapidity with which it must be developed 
and the chances to be taken in it, that a different rule should be 
applied to it; that it should be segregated and a different method 
applied to it. 

Mr. LoNGWORTH. That is what I wanted to know. 

Mr. Hayes. Yes, sir; that is our suggestion; and in connection 
with the valuation of properties, that need not present and does not 
present any great difficulties. In every field there is a standard for 
measuring the values of properties. In the case of the properties 
that sell there is a general price fixed of so much per barrel oi daily 
production depending, of course, largely upon the quality of the oil 
and the thickness of the sands from which the oil is produced. There 
is a method of arriving at the values and it presents no greater 
difficulties than arriving at the value of any other property. It is 
not an insurmountable difficulty to value these properties, if no 
other more desirable and effective method can be found than to 
adopt a system of valuation, valuing the properties as of January 1, 
1917, and then adding to them the additional capital that is invested 
and put into the properties since that time. This method will 
equalize at least the properties that were developed before 1917. 
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For instance, take the system as it is now and as suggested by 
Judge Shea, and I happen to know of some instances where properties 
that have been developed since, say, 1914 will pay taxes unoer the 
present law, if literally applied and unless some relief can be found, 
of 60 per cent to the Federal Government on its profits; and right 
on the adjoining quarter section will be a property producing the 
same oil, producing similar Quantities with similar wells, paying 25 
per cent. The di£^rence is that the properties on the adjoining sec- 
tion are held by companies that have been long organized and have 
their lai*ge capital investments and the property is absorbed into that 
company, whereas the company that pays the large percentage -^-in 
this particular instance I refer to it as the company 3iat discovered 
this particular field and went out and pioneered it and produced the 
first well in the field — it takes 60 per cent of its net income to pay the 
tax to the Government. The result is this: You take, as Judge Shea 
suggested, with the 60 or 60 per cent profit tax under the present 
law, if your same basis applies xmder your new law and you raise your 
tax rates, as has been indicated and appears absolutely necessary, 
when you apply the same basis to this companj and other like com- 
panies, you can readily see that it means practical destruction of the 
company, because after oil is discovered and when the flush produc- 
tion begins, you have got, as I said a while ago, to develop the prop- 
erty, and there is but one way to develop by these small companies, 
and that is by putting back into the business what they take out, and 
if such a company pays 60 per cent of its net income in taxes, you 
make it impossible lor them to develop the properties, because tneir 
only means of developing the property is to put back into the property 
that which they take out of it, and the result wiU be to almost entirely 
or very largely, at least, stop development by the small company ana 
by the class of people who have heretofore largely discovered and 
mldcatted territory for new discoveries. 

And in this suggestion it is generally recognized — ^I do not know 
just of what percentage it is true — ^but it is generally recognized that 
very largely all wildcatting has been done in the past by the small 
company. The wildcatter nas"not been the large producing company, 
but the man with a speculative turn of mind, witn small capital, who 
goes out and discovers oil in a new territory, and after it is aiscovered 
it is sold and produced by the practiced and experienced producer 
and passes into the hands of the larger companies; and the tax as it 
now exists, and if increased upon the same basis as applicable to 
these companies, necessarily will very greatly deter discovery and 
production by such companies in the future. I do not wish to detain 
the committee longer. What I have said is ven'' largely in repetition 
of what Judge Shea has said, but the one thing I wanted to emphasize 
and which I know the committee will find true upon further study 
13 that under the present system with a still greater rate imposed it 
will be practically impossible for the pioneer to go out and engage 
in the discovery and production of oil. 

Mr. Shea. Mr. Chairman, if I may be pardoned, there is one more 
suggestion I overlooked in my presentation, and tnat is, in determin- 
ing profits in the oil business it ought not to be confined to the par- 
ticular year. For instance, in determining the profit, I think you 
ought to take the taxable year and the two previous years and take 
the average profits, because of the great irregularity in production. 
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because new discoveries brought in during a year put a burden that 
the business can not bear and to find the earnings for 1918 you should 
also consider the earnings of 1916 and 1917. It might even be that 
a fair determination might require you to go further back than that; 
but you should at least take the two years before the taxation applies, 
in all businesses of great irregularity, particularly when so much 
depends upon the vame of the strike made, and I think it would be 
fair to determine the average profits in that way. You have got the 
data in "the reports on the income tax, so it would be a very easy 
matter to ascertain the profits, and I think that would tend to fair- 
ness in the business. 

The Chaibman. Judge, is there any way you can tell with reason- 
able approximation how many barrels of oil are in a newly-discovered 
well? 

Mr. Shea. Not in a particular well, but in a particular 80 acres 
or 160 acres in a field tnat has a long history back of it or a recent 
history, with considerable development, it is a very easily ascertained 
matter based on an experience of 75 years in the oil business. They 
have this table 

The Chaibman. Of their territory ? 

Mr. Shea. Yes, sir. For instance, there is a sand in Oklahoma 
known as the Bartlesville sand, which is a very steady producing 
sand. It is not a high producing sand at any time. It be^ns with 
a moderate amount and it is almost Uke measuring com m a crib 
to tell how much oil is in there. 

The Chaibman, And how long it will take to exhaust it ? 

Mr. Shea. Yes ; and how long it takes to exhaust it. The figures 
will show that 85 per cent is taken out somewhere between the end 
of the third and the end of the fourth year and the other 15 per cent 
dribbles along until it finally fails to be profitable any longer. 

Mr. Chairman, Mr. Thraves, representing the Kentucky Oil Associ- 
ation, wants to be heard for a few moments. 

STATEMENT OF ME. W. V. THEAVES, WIITCHESTEE, KY. 

The Chairman. Mr. Thraves, are you in the oil business? 

Mr. Thraves. Yes, sir; I am in the oil business in the Kentucky 
field. I just want to emphasize, gentlemen of the committee, what 
Judge Hayes has suggested to you with reference to the small man 
going into new fields and discovering oil pools. Kentucky is just 
now in its infancy, we hope, as an oil-producing State. There are a 
number of companies and individuals that have gone into that field 
and discovered small pools of oil that should be developed exten- 
sively. There are others who are trying to do the same thing, but 
under the high price of material and other hindrances such as lack 
of labor, and so on, at this time, they are not making the progress 
that should be made in a new field of this kind. Now, there are other 
strong companies, companies with ample capital, who would like 
to purchase and will purchase from these people who made the first 
discoveries some of their properties, but they get up against the 
proposition talked about and emphasized by Judge Shea and Judge 
Hayes; that is, if they sell the property they must pay 60 per cent 
of the profits, based upon the purchase price, the price for the wildcat 
stuff and the development of it, and it will take perhaps all or a 
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greater part of the value of the property, and at this time that is 
hindering the development in the State of Kentucky. The State of 
Kentucky is capable of producing perhaps a great deal more oil. 
We are only producing at this time about 10,000 barrels per day. 

Mr. Long WORTH. I notice that all of you gentlemen assume that 
any man who sells his property must pay a 60 per cent tax on it. 
Is that the profit in all these cases ? 

Mr. Shea. That is nearly alwajs the case with all the pioneers. 
It is almost universal that the pioneers are the only men who sell. 

Mr. Thraves. I know of properties that will being millions of 
dollars and would be purchased and the owners would sell them 
if they could pay to the Government some reasonable excess-profits 
tax ; but you see they went into Kentucky experimenting, wildcatting 
as we call it in the oil business, and discovered this oil, and some oi 
them have drilled a few wells on a large acreage. They have not the 
money with which to go on, and yet if they were to sell it to a com- 
pany capable of developing it further, they would have to give, 
as they understand it now, 60 per cent of the selling price. 

Mr. LoNGWORTH. Mr. Thraves, to what extent, if any, does the 
Standard Oil engage in the development of these fields? 

Mr. Thraves. To a very small extent. I do not know of any real 
wildcatting being done at this time hj the Standard Oil. I think 
perhaps some of its subsidiaries at this time or in recent years, or 
within the last year, perhaps, have gone out and taken over some 
properties that might oe considered partiallv developed only. 

Mr. LoNGWORTH. Does the Standard Oil Co. ever finance indi- 
viduals or corporations in the development of an oil field ? 

Mr. Thraves. I do not know about that. Not to my knowledge. 

Mr. LoNGWORTH. Not in Kentucky ? 

Mr. ThraVes. No, sir; not in Kentucky that I know of. There 
is a subsidiary of the Standard Oil known as the Ohio, and they have 
bought production in Kentucky and some little acreage partially 
developed and they are working and are pretty active there. But, 
as I suggested, there are perhaps one dozen good properties that woiild 
be developed and the oil put upon the market rapidly bv companies 
who at this time are anxious to purchase and develop those proper- 
ties, and the present owners are little organizations gotten up in the 
State of Kentucky and adjoining States that are not able to go on 
with this vast development. 

Mr. LoNGWORTH. The real reason for a lack of sales in the case of 
these properties is the hope that Congress may amend the law as it 
now stands, is it not ? 

Mr. Thraves. The real reason is that in the near future some 

time 

Mr. LoNGWORTH (interposing). They are holding on until they 
find out what Congress is going to do ? 

Mr. Thraves. Tney are holding on because they do not know of 
anything better to do. They fear that if they sell now and give away 
60 per cent of what thej get for the properties, that it will be a 
mistake afterwards ; that it wiU be worse than if they held it and paid 
each year a certain amoimt of the profits. 

Mr. LoNGWORTH. It would not be 60 per cent of what they got 
but 60 per cent of the difference between what they get and the 
amount of capital originally invested? 
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Mr. Thravbs. Suppose a company put in $10,000 in the develop- 
ment of one of these shallow properties, which is the case there, and 
in the case of these shallow properties it does not cost a great deal, 
and then some subsidiary of tne Standard would come along and 
oflEer them $1,000,000 for it. He only has $10,000 in it, and yet his 

f)roperty is actually worth $1,000,000 or $1,500,000, because the 
arge companies always buy or try to buy the property so tJiey can 
make a profit on it. 

Mr. Long WORTH. Are they the subsidiaries of the Standard that 
are in the market for these properties ? 

Mr. Thraves. I do not know about that; but I know that many 
strong companies are trying to buy these properties, and I am sure, 
or I believe, that the Standard Oil and its subsidiaries are always 
wiUing to buy producing properties, and I know in Kentucky of at 
least one dozen properties that could be purchased and would be 
developed extensively and rapidly if it were not for the fact that the 
owner feels that he would have to give away at once so much of the 
purchase price. 

The Chairman. You mean you have results such as this: A com- 
pany puts $100,000 in a field, which is its investment, and then it 
has an offer of sale for $1,100,000? 

Mr. Thraves. Yes, sir. 

The Chairman. And the company or the individual will hesitate 
to sell for the reason that he would have to pay between five and six 
himdred thousand dollars of the profits as a tax ? 

Mr. Thraves. Yes, sir. 

The Chairman. But that would still leave that company or that 
individual $400,000 clear, net profit, would it not ? 

Mr. Thraves. Yes, sir, it would; and yet he takes into consid- 
eration the fact that he wants to keep on, perhaps, in the oil busi- 
ness, and when he gets this money out and puts it back the next 
time, he may lose it. You know that the fellow who made this strike, 
perhaps, has been trying for 10 years or a lifetime to make such a 
strike in the oil business, and perhaps has lost a great deal of money 
in past developments, and now when he makes one strike, which is 
the case with the lucky man in the oil business, then if he has to sell 
and give away 50 per cent or 60 per cent, it certainly discourages 
the operation of the properties. 

Mr. Shea. Mr. Chairman, Mr. Cottingham, of Oklahoma City, 
would like to say a few words. He will not take more than five or 
ten minutes. He is a big producer in our country. By the way, 

fentlemen, I may say that he was bom in Kansas and is not from 
'exas. 

STATEMENT OF MB. J. B. GOTTIITGHAM, OF OKLAHOMA 

CITY, OKLA. 

Mr. Cottingham. Mr. Chairman, I am a practicing lawyer, also 
engaged in the production of oil and gas to a certain extent. I was 
born in Kentucky, but I came by way of Kansas into Oklahoma. 

It looks to me like it would simplify this matter a little bit to apply 
two or three illustrations and to get the oil business down to the unit 
of production, which is the barrel, wherever it is, whether it is 1 
barrel or 10 barrels or 1,000 barrels, and the production in the 
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whole country last year was about 341,000,000 barrels, having vary- 
ing prices, depending upon where it was produced and the quality 
of it as produced. In our country the price is controlled by the large 
companies conceded to be the Standard companies, who post a price 
and say that will be the price ^'we will pay for oil in this country of a 
certain grade and character," and all transactions are made on that 
posted price. It is $2.25 for some of our oil at the present time, and 
1 1 .45 for some of the other oils in the Mid-Continent field. That is the 
varying price, between $2.25 and $1.45, and it is by the barrel. 

Keferring to some of the illustrations to show the inequalities of 
the situation with which I am somewhat familiar, several of the mem- 
bers of the committee have asked very pertinent questions from their 
standpoint, as to- whether or not it would be entirely fair to apply 
this 60 per cent to the man's investment in the business. It might 
be, in a way, but as has been said here, that investment is not the 
capital stock. What we have been talking about now largely has 
been capital stock being a few thousand dollars 

Mr. LoNQWORTH (interposing). No; nobody has said anything 
about that. 

Mr. CoTTiNGHAM. I Understand, but I think it has been appUed 
in that way from my standpoint. I think it would be just to take 
his investment rather than the capital stock, and, where we have talked 
about low investment, I am sure it has referred largely to the original 
investment and not what has accrued subsequent to that time in 
various ways. . 

I have an illustration in mind of a man on one Hide of the road with 
a small capital, say $10,000, and a man on the other side of the road 
with a large capitaUzation. The leases were divided by a public 
road. They were acquired at the same time by yourself, for instance, 
with $10,000 capital — say you had a corporation with a $10,000 
capital, and that I had a corporation, we will say, with $50,000,000 
capital; but we came to that country at the same time 

Mr. LoNGWOBTH. Pardon me just there; nobody has suggested the 
amount of the capital stock. The only sugegstion that has been 
made was with reference to the cash capital investment. 

Mr. CoTTiNGHAM. Yes. 

Mr. LoNGWORTH. The cash invested, not the capital. 

Mr. CoTTiNGHAM. Ycs ; just let me finish my illustration. We came 
to that country at the same time and we acquired these leases at the 
same time and paid the same amount of money and we spend the 
same amount oi money developing them. They produce the same 
amount of oil and they return the same in money. When you get 
your lease you put it into a company — ^before this law was passed, 
when no thought of anything of this kind ever occurred to you or 
me — you put your lease into a company with $10,000 capital and I 
put mine into a company which I already haye with a $50,000,000 
capital, and we go on and produce this oil, the unit being the per 
barrel, and we both get the same amount of money for it. 

It costs you under this scheme, say, $1.50 a barrel in taxes to the 
Government to produce every barrel of oil you get off of your piece 
of land on your side of the road, and it costs me on my side of the 
road, say, 25 cents a barrel to produce the oil off of my piece of land, 
which is exactly like yours, costing the same, producing the same, 
and returning the same. These are some of the inequalities of this 
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law that we want to call attention to, and not the amount of money 
it produces for the Government. I dare say that you, holding your 
piece of land there, would be glad, if the Government required it, to 
pay the $1.50, but you do not like to look across the road and see 
me paying 25 cents a barrel when the unit of production is by the 
barrel and the price is the same and when these matters were brought 
about before the law was passed. 

Now, just to pursue that one step further, you do not get the credit 
for your investment as you go along, and you have to pay your ex- 
penses, which are great; you have to pay the investment in capital 
account, in casing, and all of those things, and you do that this year 
and you will not have money enough left to pay your taxes to 
the Government. I know of instances of that kind right now where 
they have not got the money. That is the condition that confronts 
them. It is not the amount of monty that goes to the Government 
but it is the inequahty between us that we are here objecting to. If 
this committee concludes, after you place the producers on an equal 
basis, that you want 50 or 60 or 70 or 80 or 100 per cent of our net 
income, take it, if the Government needs it during this war, but take 
it all from the gentleman from Ohio as well as from myself, and take 
it all from me as well as from him. That is what we are complain- 
ing of. 

Now, just a^ word in regard to the sales of these properties. There 
has been considerable said about that. Take some of the illustra- 
tions that have already been given where a sale of property is pro- 
posed and the proposed tax on it and the proposed return on it is 
all considered as profit and 60 per cent taken as the tax. 

In the first place, when a sale of property is proposed, it is pro- 
ducing so many barrels and that in turn is figured out on the per 
barrel basis, and it is worth so much a barrel in the market to the 
purchaser. He figures that he is going to get his return back in 
one, two, three, or four years, whatever it is, and that is something 
like the value of the property. He knows that he is paying about 
what that property would produce in so many years. To him it is 
worth that. Now suppose I were selling this property. If I kept 
the property that length of time it would produce that amount of 
oil and I would pay that much tax to the Government in that num- 
ber of years. On the other hand, if I sell it to the company I pay 
it all to the Government right now, but the property is there and 
it goes on producing so many barrels of oil just the same, and it 
pays a tax to the Government in terms, so that the tax has been 
paid twice. Again, I take the money out and put it right back in 
this business or in any other business, and every dollar of it is sub- 
ject to the tax that the Government might impose, so that on that 
particular transaction the money pays taxes three times to the 

Government. . . .  

Now, we are not complaining about this tax if it is thought it 
ought to be that way. it has not occcurred to us it should be that 
way. We think there should be some encouragement in the sale of 
these properties, and I will say to the committee again that there 
is a further reason that has not occurred to the committee why that 
should be so, and that is that it is well known in the oil business 
that the wildcatter and the pioneer who goes out and gets these 
properties is not an oil operator on an economical basis. He can 
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not produce oil on an equality so far as economy is concerned with 
these old companies that are prepared to do it better. The public 
is interested in having these properties operated economically. The 
Government is interested in having them produce the greatest amount 
of oil and putting it upon the market at the present time. Now, 
this wildcatter, if you please — and I know because I have been 
right in that business myself — can not produce the oil as efficiently 
and as economically as these big companies are prepared to do it 
and can not handle it to the best advantage. Therefore these fields 
that are discovered do not receive the best treatment or the treat- 
ment they are entitled to in the hands of the man who discovers 
them ana who primarily is not an operator but a discoverer or a 
wildcatter. 

Therefore, we feel there shoidd be some encouragement given to 
placing these properties when discovered in a position where the public 
will get the largest benefit from them. There is only so much oil 
m that ground, and if it is operated in such manner as to let water 
get into it, for instance, that will spoil it at once. It ought to be taken 
out of there safely and economically, and the pubhc is interested in 
that proposition and have a right to say that that shall be done and 
have a right to say when it snail be done; in fact, laws are passed 
constantly in all oi these States controlling such matters, and very 
properly so. 

Now, from every standpoint, the standpoint of the public, the 
discoverer, the wildcatter, and the Government, that is true, and 
therefore it looks to me like the man is justified in placing such a 
sale on a different basis and not counting it all profit, because the 
property is still there to be taxed and the money realized is put back 
into the business or into trade and taxed again. 

Mr. Shea. Mr. Chairman, there is a delegation of oil producers 
here from Bradford, Pa., who are not connected with our association, 
but who are interested in the same way, and they would Hke to be 
heard for five minutes or so. They will not take up a great deal of 
your time. 

Mr. Chairman, I woidd like if the committee would hear Mr. 
Bouton, of McKean County, Pa., and also Allegany County, N. Y. 

The Chairman. What is your full name ? 

STATEKENT OF KB. JOSEPH W. BOTTTON, SMETHPOBT, PA. 

Mr. Bouton. Joseph W. Bouton. 

The Chairman. Are you in the oil business ? 

Mr. Bouton. Yes, sir. 

The Chairman. What is your address ? 

Mr. Bouton. Smethport, Pa. 

I have been attemptmg to get into the oil business for more than 
30 years, and I know something about the experiences of the man who 
undertakes to open a new field. He generally starts with a number 
of dry holes. I myself had the experience of drilling or being interested 
in drilling 50 dry holes before I ever produced a barrel of oil. I 
finally succeeded in producing some oil. 

The wildcatter, as has been suggested by the gentleman who just 
preceded me, is as much an important factor in the oil business as 
the heavier producer. Without the wildcatter there would have 
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been no oil found up to this time. He is the man who starts in and 
who generally opens up the new field. After he has succeeded — 
if he does succeed at ail — ^in finding some oil he generally sells ont 
his holdings to the larger companies, who proceed to produce the oil. 
And it is true, as stated by the gentleman prececfing me, that the 
so-called wildcatter or prospector can not produce oil as economically 
as the larger companies. Hence it is, as stated, for the best interest 
of the Government that the properties be turned over to those with 
more capital who can operate more economically. 

The oil business is unlike any other business in the world. The 
man who engages in coal mining prospects first for coal at a very 
little expense, and ascertains exactly the amount of acreage and as 
to the depth of the veins. He starts in to operate for coal and every 
dollar of money that is put into that business is his capital invested 
from the time ne starts his operations. 

In the oil business, the man who starts in to prospect for oil, as I 
have said, drills a number of dry holes, and the expense of doing that 
should be considered a part of the capital invested, the same as the 
man who starts in the coal business, because the oil man does not 
make a penny for himself until he has gotten back that money which 
he has lost on dry holes, and it is as important, as I have already said, 
that the wildcatter flourish, or, in other words, that he proceeds to 
discover these fields, as it is that the Iftrge companies exist when the 
oil is discovered. 

There are other gentlemen from our section who are better posted 
and who have larger interests than I. But I want to say that there 
is no class of business men in the United States to-day, more willing, 
more ready to share the burden of taxation than are tne oil men, and 
if the Government wants it, every dollar we make, only so it is 
equalized, but it should be made equitable with other grades of 
business and other classes of business. It is not fair, of course, to 
the oil man to have to bear more than his just burden, but he is 
perfectly willing to share his just burden, but let it be equalized so 
that the oil men can not be taxed out of proportion to the men 
engaged in the coal business, or their manufactunng business, or any 
other business. 

Let the oil man's capitalization be just what he puts into that 
business, no matter whether he succeeds in the start, no matter how 
many dry holes he drills, no matter how much it costs him. If 
he is proaucing 20 barrels of oil per day, it has cost him possibly 
three times beyond what that property is actually worth before he 
has gotten it. And that is the peculiarity of the oil business. It is 

furely and simply, you naieht say plainly a gambling transaction, 
t is a gambling game. The man who is not a bom chance-taker 
never goes into tne oil business. He has got to take his chances, 
and he does so. We want this oil, and we are all willing to produce 
every barrel we can just as long as we can do it and not do it at a loss. 
But to-day the expense of producing oil is very great — three times 
has pipe advanced m value. The cost of drilling wells as contracted, 
is more than double. The cost of all sorts of labor is more than 
double what it was four or five years ago. The market price of oil 
to-day is not based upon any war profit. If it were not for this war 
we would be getting more for oil to-day than we are getting now, I 
am satisfied of that. If the price of all other products, including oil, 
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were gauged upon the law of supply and demand, we would be getting 
more for oil tmin we are getting now. 

Mr. LoNOWORTH. Why do you not get more — ^because the Govern- 
ment has fixed the price ? 

Mr. BouTON. Yes. 

Mr. LoNGWORTH. It has fixed the price at $2.25 per barrel ? 

Mr. BouTON. Yes, sir; for some grades. 

Mr. LoNGWORTH. What grades are they ? 

Mr. BouTON. The Pennsylvania grade is fixed at $4 the barrel. 

The Chairman. Who fixed the price to the oil producers before 
the Government fixed it, the Standard Oil Co. ? 

Mr. BouTON. Not necessarily the Standard Oil Co. It was fixed 
by the price which was offerea and paid by the Standard Oil Co., if 
you please, and by the Tide Water Pipe Line Co., and by other 
refiners. 

Mr. LoNGWORTH. What are the various prices fixed by the 
Government? 

Mr. BouTON. I am not familiar with them. 

Mr. Shea. Mr. Parish, what is the price on the Gulf coast ? 

Mr. Parish. There is no price fixed by the Grovemment on the 
crude 6il. 

Mr. BouTON. Except in the letter that Mr. Requa wrote, and in 
that letter it was not exactly fixed. 

Mr. Shea. Here is what was done. A letter was sent by Mr. Hequa 

to the oil producers of the country saying that if there be any 

further attempt to advance the price of midcontinent oil beyond $2.25 

• that it would he looked upon disapprovingly by the Government fuel 

committee, which, of course, is equivalent to a fixing of the price. 

Mr. LoNGWORTH. Have the producers agreed to it ? 

Mr. Shea. Yes, sir; they have agreed to it. 

Mr. LoNGWORTH. What other prices have been fixed ? 

Mr. Shea. The standard price prevails in the different grades of 
oil, and that letter applies to all nelds. 

Mr. LoNGWORTH. And the Pennsylvania price is $4 ? 

Mr. BouTON. The Pennsylvania price is $4. We agreed to that 
in Pennsylvania under the same conditions as were stated as to the 
other oil fields. 

The Chairman. The price of oil fixed by the Government was 
satisfactory to the oil producers ? 

Mr. BouTON. That price is satisfactory to the oil producers as con- 
ditions were at that time and are at the very present time. 

The Chairman. One gentJeman from Oklahoma stated that in their 
field the purchasers posted up prices at which the oil would be bought, 
sometimes $1.45, sometimes $1.50, and sometimes $2. Who was it 
fixed the price ? Did the oil producers ever get together and say, 
''We wall sell at so mucV/ ? 

Mr. BouTON. Oh, no ; it is the purchaser, the refiner. 

The Chairman. Who posted these prices ? 

Mr. BouTON. The refiners say what they will pay. 

The Chairman. Did the refiners get together and all agree ? 

Mr. BouTON. I have no knowledge of that. 

The Chairman. It iooks to me like there is boimd to have been 
some kind of an agreement between the refiners that they go around 
and post up a price for a field or territory in which I am operating 
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and say, ''We will pay you for the next 30 days $1.45," and that is 
the price I take. Ii you did not have some kind of a tentative agree- 
ment or tacit agreement would not some other oil refiner say, ''I wiU 
give you $1.50"? 

Mr. Shea. The price is just announced by the purchasing com- 
panies that purchase the oil and transport it to the eastern and 
southern markets. 

The Chairman. Is there any agreement ? 

Mr. Shea. Do you mean is there any agreement among them ? 

The Chairman. Does one company stick up a sign on my place 
saying ''I will pay you $1.45," another company post a notice saying 
''I wul pay you $1.55," and another company post a notice saying, 
''Iwillpayyou$1.60"? 

Mr. Shea. That has been done. 

The Chairman. It looks like if that were done, it would tear down 
the lower price. 

Mr. Shea. Here is the situation: A pipe-line company comes along 
and says, ''We wlQ, beginning to-day, pay $1.50 for oil." If com- 
panies have only been paying $1.40, they will immediately have to 
meet that price or they would not get any more oil. They do not go 
above it. So that the price is the same for the same grade of oil, 
except the companies will pay us what is called a premmm. Some 
refiners for oil which is high grade sent to their refineries in connec- 
tion with the pipe line pay a premium of 10 or 20 cents a barrel. 

The Chairman. For instance, suppose they stick up a poster in 
your territory that they will pay $1.80 for oU which you have. Would 
they say that price woidd last ? 

Mr. Shea. It may go down to-morrow. We have had five fluctua- 
tions up or down in a month; just like the price on hogs or wheat 
or any other commodity. 

The Chairman. The oil is transported by what companies in your 
territory ? 

Mr. Shea. The oil is transported in our territory by the Prairie 
Pipe Line Co., bought by the Prairie Oil Co. Their oil is transported 
by the Prairie Pipe Line, the Gulf Co., the Texas Co., the Cosden 
Co., the Sinclair Co., the Roxana Co., the Oklahoma Producing & 
Refining Co., the Magnolia Oil Co., and the Empire Oil Co. 

The Chairman. Is this poster signed by all those companies ? 

Mr. Shea. No, sir. 

The Chairman. Is it signed by any company ? 

Mr. Shea. It is not signed at all, but is just an announcement ap- 
pearing in the press that ''the price of oil to-day is $1.50," and if you 
are representing another company that has not been paying that 
much you must immediately meet the price or loose your oil. 

Mr. LoNGWORTH. As a nvatter of fact, all of these companies are 
subsidiaries of the Standard Oil Co. ? 

Mr. BouTON. That is a mistake that many people labor under. 
They are not the Standard Oil Co., and many of them have no con- 
nection. 

Mr. Shea. There are many oil companies in Oklahoma in which, 
the Standard Oil Co. either directly or mdirectly has no interest. 

Mr. LoNGWORTH. The price is tne same ? 

Mr. BouTON. Not always. 
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The Chaikman. But you will give the Standard Oil Co. credit with 
having fooled these people before they foiuid out those companies all 
belonged to the Standard Oil, but havmg diflPerent names ? 

Mr. Shea. All that information is with your Federal Trade Com- 
mission, and you can find out about these concerns and who owned 
the stock. 

The Chairman. I am trying to find out what all you producers 
think about it. 

Mr. Shea. We do not think it is the Standard Oil. 

The Chairman. You think it is fair, independent competition ? 

Mr. Shea. We sometimes think there ought to be more competi- 
tion than there is, but there is a fair amount of competition the pro- 
ducers feel. Of course, now there is no competition, because the 
price is fixed at the request of the Government. In these war times 
a request is equivalent to a command to any citizen, and we have no 
way of getting it any higher. 

Mr. BouTON. These pipe lines, Mr. Chairman, are common car- 
riers. We are not bound to sell our oil to the pipe line company or 
the purchasing agent of the pipe line company. They are common 
carriers and ii you say, ^^I want you to transmit my oil to such and 
such a refinery,'' they are bound to do that. I know, as a matter of 
fact, that there are several refineries in our county, none of which 
are controlled by the Standard Oil Co. There is one refinerv which 
has been paying a premium of 20 cents per barrel, and I unaerstand 
the Fuel Commission has said they must not do that — that is, pay 
that 20 cents premium above the quoted price. We have another 
refinery in our county that has always paid 1 cent in advance of any 
other posted price. We have other refineries that are not controlled 
by the Standard Oil, private institutions, having no connection what- 
ever with the Standard Oil. 

It must be remembered that the Standard Oil Co. are not produc- 
ing all the oil. I have not the figures, but I think the gentlemen here 
who have know just the proportion that the subsidiaries produce. 

The Chairman. We aU understand there is more competition now 
among the refineries than there was years ago. 

Mr. BouTON. Oh, yes; very much more competition. As has been 
said, all that the producer wants is to be put on an equal basis with 
other business. The producing of oil, you must know, is peculiar to 
to itself, entirely different from any other industry that was ever 
known, and we are perfectly content to pay any amount of tax that 
the Government wants, that the Government n^eds, if it takes every 
dollar that we make out of the business, but we do desire that they 
treat other business in the same way. Let us be treated exactly 
as the coal operators and other operators and other classes of business. 

The Chairman. We will now hear Mr. Franchot. 

STATEMENT OF HON. N. D. FRANCHOT, OLEAN, N. 7. 

Mr- Franchot. I have been in the oil business since 1875. I 
believe I am a type of oil producer among those here present who. have 
just arrived from Bradford, Pa., who have devoted .their time exclu- 
sively to the oil business, the actual producing, the raising of the oil 
out of the ground, after finding a take place to take it from. 
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The concrete question, it seems to me, with the oil men and with 
your committee is to arriye at a fair and equitable basis of taxation 
as compared with manufacturing interests and other interests. Our 
trouble is to know what our capital is. We start with the shoe 
string, we come out with a pair of top boots. We wear those boots 
with pride, and the next year we get back to the shoe strings again. 

It seems to me that tne most equitable way would be to let us 
capitalize our earnings on 6, 8, 10, 15, or 20 per cent basis, and you 
put your rates on, and we will stand for it; in other words, we do not, 
most of us, keep the refinements of bookkeeping. We do not con- 
sider we have made a dollar out of an oil property until we get our 
money back. In other words, I keep a sembalce of bookkeeping. 
I maKe a guess January 1 what a certain property is worth. Oil 
may be selling at $3 a barrel. I go along until March, and oil is 
worth $2 a barrel. It seems to me just that statement illustrates the 
uncertainties of the business, and why in formualting tax legislation 
a great difficulty arises to put us on an equality with other businesses. 

1 am interested in a manufacturing concern, a director of it. We 
have $600,000 capital. We had a prosperous year last year. Our 
taxes, however, were $12,000. I have in my oil business had a 
nominal value on a lot of old properties that 1 have accumulated in 
the last 40 years; and, let me say to you, that in the States of Penn- 
sylvania, New York, West Virginia, Ohio, and Indiana there are 
probably 300,000 oil wells the average of which is not over 0.26 of a 
barrel or a quarter of a barrel. It Wjas stated here that 20,000 wells 
north of the Arkansas River were doing a barrel and a half. I want 
to say to you that the reports of the Geological Survey will show that 
there are around 300,000 oil wells producing but about 60,000 or 
70,000 barrels a day, or 0.25 of a barrel. 

Mr. LoNGWORTH. After the present price of oil ? 

Mr. Franchot. At the present price of oil. I could have brought 
vou accurate statistics showing that it is costing perhaps $1.50 per 
barrel to just raise the oil out of the ground, to say nothmg of taxes, 
to say nothing of overhead, to say nothing of 6 per cent on what 
they may be worth. You do anything that shuts off the encourage- 
ment of production in that vast area, and that vast number of wells 
operated by the real httle fellow, and you will retard and restrict 
production. What am I doing ? I have got a number of old wells, 
some of them over 40 years old, and some of which are very smaU. 
Within the past five years it has developed that by flooding the 
territory — that means putting water into an abandoned well and 
crowding the oil to other weI6 and drilling near we get a well that 
wiU produce 1, 2, 3, 4, or 5 bfprrels up to 1,000 barrels, or perhaps 
2,000 barrels, before water floods it out. Five years ago when I 
started that, I was paying $60 to $70 for my labor. I was paying 
24 cents to 27 cents lor my 5-inch casing. I was paying 45 cents for 
a contractor to drill the holes from a thousand to eighteen hundred 
feet in depth. To-day I have not got a man working for me that I 
am paying less than $100, and this is an old Pennsylvania field. 

Mr. LoNGWORTH. That is, $100 a month? 

Mr. Franchot. $100 a month. I am paying the contractor 80 
cents a foot for drilling and furnishing the fuel. I am paying 66 
cents for some second-hand 5-inch casing I bought last week, which 
used to be bought at from 24 to 28 cents new. We are getting $4 
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for oil. There comes a time, if you will put your pencil to work — 
understand, this oil is not coming out unless you go after it; it will 
keep ; it wiU not spoil — ^when it is nearly approaching the time when 
with heavy taxation it would be better for me and the other pro- 
ducers to say, '*! might better take $3, $2.50'' — and we were getting 
that in 1913 and 1914 — ^'than to go on and not get what we feel 
we should get." 

Get in your minds, gentlemen, this thought about the men engaged 
in the oU business. I was in Washington here during the enactment 
of the tariff legislation under Mr. Taft's administration, trying to 
keep in the bill the provision that had always obtained, a contra- 
vailing duty as against Mexico, and we were unsuccessful. Every 
man I met almost that did not know the oil business — some Senators 
and some Congressmen — ^when you would say ^'oil," would say at 
once ''Standard Oil." Get in your minds that where there is one 
Standard Oil man or Standard Oil stockholder there are a hundred 
or two hundred men engaged as I am in the production of oil — farm- 
ers in oil. [Applause.] We bear the same relation to the Standard 
Oil Co. that the cattleman of the West, the sheep grower of the West, 
raising a few steers or a few sheep and selling them to the Armours^ — 
selling to the so-called ''Beef Trust." We do not care a whoop to 
whom we sell our products. We would sell to either of you if you 
were in the oil busmess, provided your check is good. We are after 
the high dollar. If a bunch of men come along, organize a refinery, 
however small, and want our oil and give us 5 cents more a barrel, 
we will sell to them. We occupy the unique position, gentlemen, 
that our product is cash. We can go to the Standard's office in the 
several localities and ask for our on balance, and they will give us 
what is to our credit up to 7 o'clock this morning. The price is 
there, the clerk gives us a check, and we tell him to "go to hell," if 
we want to. Those are our relations with the Standard Oil Co^ 
[Applause.] I am taking you time longer than I should. It is^ 
seldom that I get an opportunity to say anything to public men and 
try to get them right in their minds about the production of oil in 
the United States. 

Now, it seems to me — and I have not been in conference with 
any of these gentlemen — and I only know that after that excess- 
profits tax bill was in print and I could get a copy of it, I naturally 
took it up immediately. How did it apply to me ? I spent many 
hours studying it. I have come to the conclusion that the point is 
how to arrive at our capital in business, which is so different from 
that of other businesses. I make this suggestion — and I do not 
know whether these other gentlemen agree with me — let us capitalize 
our earnings, then put your rates upon that. I do not know whether 
there would be much difference if you do it that way than by the 
suggestion, I think, made by the gentleman from Oliio, Mr. Lon^- 
worth, of a per cent of earnings. It is unnecessary for me to say it 
is not that we want to — because no American wants to avoid taxa- 
tion — but we do want an equitable basis, a fair basis comparable 
with other men in other businesses. 

Get this in your minds, too, that when you hear of the fellow 
making $1,000,000 it is one of the freaks of the oil business, the spec- 
tacular. Apply it to the mining business. I have been through the 

64059— 18— No. 15 1 
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West and have lost money in mining. You go into the Cripple 
Creek or some other district of miners and you will &id hundreds of 
quiet unassuming men who have a little claim and who have been 
taking out $10, §15, $20, or rSoO a day. But you hear of the great 
American Benzal Tiger Mining Co. paying dividends. Why ? They 
want to catch the suckers to buy their stock. 

I represent, as I have said, the consistent oil producer. And from 
my study of your excess-profits tax law, our trouble is getting at the 
capital. If you will bear with me, I will give two illustrations. In 
the year 1916, for $22,000, my son and myself got some leases, about 
300 acres, in Oklahoma. We drilled the first well. A conservative 
man in the oU business should figure, if he wants to stay in the busi- 
ness, ^^What is my loss going to be?'' We figured we would lose 
$10,000; we would take that chance. On the contrary, the first well 
we got proved to be a very nice weU, of 300 barrels capacity. I think 
our books will disclose that it capitaUzed that property. I think we 
drilled 25 weUs, and I think if you will examine the income-tax state- 
ments of my son and myself you will see that we paid taxes on capital 
and income from that property on the basis of the cost of that well. 
That is one illustration. 

We could have sold that property for $400,000 in the year 1917. 
However, we could not do it, because we had other sources of income 
and this would so have swollen our income that we would have paid 
such large taxes that we would have been giving our property away. 
The prospective purchaser could not agree to pay our income taxes, 
because then he would be paying too much for the property. That 
is the second illustration. Those were facts. 

Another phase: We had a little well up on Bird Creek. It was 
doing 1.50 barrels a day, and it did that steadUy for five years, and 
we used to speak of that as the best well we owned. It ran along 
during that period. It represented $10,000 or $12,000 loss. I went 
West m January, and made out our statements declaring an earning 
of $600 or $700 on that well. I went again the latter part of Febru- 
ary, and my son told me the Alex well was pumping a whole lot of 
water. We pulled out the tubing, looked over everything thoroughly, 
and tried to get ahead of the water, but we could not do anything. 
In other words, she was drowned out over night almost. When I was 
in Oklahoma four weeks ago, we pulled that well out, abandoned it, 
and transferred the material to another property. Understand, the 
price of material when we put it into that well and at the now prices 
and the jump in connection with that, that well will show a loss for 
us next year of about $400. 

There is your oil business. You go to bed at night with the 
sweetest dreams. You are pleasantly at breakfast with your family, 
and you go to your office, and you get a telegram that things have 
gone wrong. 

I do not mean to say that it is not a good business. I mean to 
say that after 43 years nearly of producing I have something to show 
for it, but I want to say that I have made more money at ta£ng what 
profits I got from my oil business and putting it into some other 
enterprise or investment than I have made durmg those 43 years in 
the oil business — and it has been my business. 

I say again, give us a way to fix our capital, and put your rates up. 
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Mr. LoNGWORTH. Generally speaking, tell us what the effect of 
the war situation has had on your business. 

Mr. Franchot. I believe, sir, if the war had not come, with the 
conditions of the known field — ^f or in this day of the motor, the tractor, 
the use of gasoline for power for ships ana everything, I believe the 

Erice of oil to-day would have been as much if the war had not existed, 
ecause in the first years of the war our exports were very much 
restricted. The foreign demand fell off very considerably. 

Mr. Long WORTH, x ou are not making war profits ? 

Mr. Franchot. I do not believe we are; but I am willing to pay 
taxes on it. 

Mr. LoNGWORTH. You think generally the oil business is not mak- 
ing war profits ? 

Mr. Franchot. I really do not think so. 

The Chairman. We will now take a recess and return at a quarter 
to three. 

(Thereupon, at 1.20 o'clock p. m. the committee took a recess until 
2.45 o'clock this afternoon.) 

after recess. 

The committee reassembled at the expiration of the recess. 

The Chairman. Mr. Hayden, do you wish to present somebody ? 

Representative Hayden. Mr. Chairman, I want to present Mrs. 
Percival Lowell the widow of Dr. Percival Lowell, who established 
the astronomical observatory at Flagstaff, Ariz. 

Mrs. Lowell wants to address the committee on the question of the 
heavy tax that is to be paid by Dr. Lowell's estate, which she says is 
seriouslv hampering the work of the observatory, so that it will be 
impossible to use the moneys given for the endowment institution. 

In this connection, I also want to have inserted in the record a tele- 
gram addressed to Senator Ashurst on the subject by citizens of 
Arizona, which he asked me to present to the committee. 

The Chairman. The telegram may be inserted in the record%t this 
point. 

(The telegram referred to is here printed in full, as follows:) 

Flagstaff, Ariz., June ^4i 1918. 
Hon. H. F. Ashurst, Washington: 

We, the undersigned citizens of the State of Arizona, believe for the sake of science 
and the general good, that the Lowell Observatory should be exempted by the Gov- 
ernment from taxation, in order that it may continue unhampered its future scientific 
work. Our State legislature has so exempted it, and it is the general feeling in this 
Nation, and wherever the value of science to humanity is appreciated, that the 
public should lend aid to such institutions, rather than tax them. The Lowell Ob- 
servatory was founded 24 years ago by the late Dr. Percival Lowell, who since pri- 
vately maintained it, and by liis will provided funds that its maintenance might be 
permanent. It is hoped that those funds may not be reduced by Government taxa- 
tion, as such would vitally hamper the future of the institution. 

George Babitt; T. A. Riordan, Federal food administrator for Arizona; 

David Babitt, chairman war savings stamps; M. J. Riordan; G. W. P. 

Hunt, governor of Arizona; F. W. Perkins, judge superior court; 

T. E. Pollock, president Arizona Central Bank; Rev. C. Vabre; M. L 

Powers, president Citizens' Bank; Flagstaff Board of Trade, A. A. 

Johnson, secretary; E. C. Slipser, mayor Flagstaff; Tom L. Rees, 

secretary council of defense; C. B. Wilson, county attorney; Woeber 

Smith, cashier First National Bank. 
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The Chairman. Mrs. Lowell, the committee will hear yon now. 
Please give your full name and your address. 

STATEMENT OF MRS. COHSTAirCE S. lOWEIL, FIAGSTAFF 

ARIZ. 

Mrs. Lowell. My name is Constance S. Lowell; my residence 
Flagstaff, Ariz. 

The Chairman. You may proceed in your own way and tell the 
committee what you want ana the circumstances of the case in which 
you are interested. 

Mrs. Lowell. Dr. Lowell erected and established the Lowell 
Observatory at Flagstaff, Ariz. He was not a man of means, and 
in order to.do that he had to have advances. He also had a business 
and an office in Boston, but his profession was astronomy. And, 
finding in 1886 the inadequacy of the facUities for following mathe- 
matics and astronomy, he decided to estabhsh this observatory — I 
do not know exactly now to get at the point I wish to present. 

The Chairman. I understand that Dr. Lowell left an estate, part 
of which was to go to the observatory ? 

Mrs. Lowell. Yes. And then when he had accumidated money 
he said that he would leave it to endow the observatory. The way- 
he had obtained money was through investing his money. The last 
summer, 1917, he was ill. He was then writing lectures to deUver 
to the universities through the Northwest. 

He had a nephew who wanted him to put his name in his brokerage 
house, so that he could have the benefit of his name, which would 
be a good thing for the house, you understand. 

And so he left it somewhat to them to do the business. 

And when he came back to Arizona he found that he was accoimt- 
able for about $900,000. That was on a margin. And he wanted to 
realize on it and to hquidate the stock; and he telegraphed those 
brokers from Flasgtaff that he wanted to reaUze it; that ne did not 
want tt) be in those stocks; he felt that it was too much for him to 
carry. And no word came to him from them. He telegraphed them 
on Wednesday, Friday, and Saturday and no word came, and Sat- 
urday he said to me: ^*Do not let Monday go by; we must imder- 
stand why they do not answer this, because it is a serious matter." 

On Sunday he was taken ill, and he died that night. But in view 
of what he told me, I telegraphed them that night and said: *' Why- 
do you not pay attention to what Dr. Lowell tdegraphed you ? Hfe 
wanted to sell the stock. Please answer.^^ 

But no answer came to me until the next Thurdsay, and then they 
told me that I must wait until I came back; that I had no right to 
do anything; that they could do nothing. 

There was another brokerage house in which he had some stocks, 
and they did reahze. 

And when I came back I waited about seven days, and they did 
very Uttle. And finally I asked a bank to take over the stocks they 
had — to buy them from the brokers — so that I could have my orders 
obeyed. 

They did so, and when that man was asked why he did not obey 
my orders he said I had no legal authority; that the legal papers 
were not issued. 
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Now we come to the point. When the appraisement was taken 
on the estate, it was appraised as of the value on the date of Dr. 
Lowell's death. Holding in his name that amoimt of stock, it ap- 
peared that he was a very wealthy man. His estate was estimated 
at over $2,500,000. 

The debts alone on that broker's books showed an amoimt of a 
little over $900,000; other debts amounted to nearly $500,000. 

Therefore, you can see what the amount of his estate is; to-day it 
is just one-filth of what people think. I am borrowing money in 
order to pay the tax and to pay the debts that we have, because you 
see this stock that the bank took over has to be paid for in time, the 
principal and interest paid on these stocks. 

This other amount was over what that broker had in notes by 
iwrhich he was making money on them, using them for his investments. 

Now, the observatory stands for an educational and scientific 
institution ; and by maintaining it we support five famiUes, who have 
their children; and they are augood citizens of Flagstaff. 

And if you kill this and do not allow us to keep it, we will have to 
dismiss all those men; and they have been trained by my husband 
to do the work; and they are recognized to be among the best astrono- 
mers in the country. 

The Chairman. Did your husband leave a will giving all of his 
estate to this observatory ? 

Mrs. Lowell. It is all left to the observatory, with the exception 
of his personal effects and $175,000 to me — that, of course, is a pri- 
vate thing, but it is really for education; that comes to me. 

TTie Chairman. And the balance of the estate 

Mrs. Lowell. The balance of the estate goes to the observatory; 
45 per cent of the income is to come to me during my life. 

The Chairman. Has this stock that you speak of depreciated 
since your husband^s death ? 

Mrs. Lowell. It has depreciated within three months. It was 
stock such as Butte Superior, iEtna Explosives, and Ventura; they 
put him into all of those things that he had never been in before. 
And he had a large block of Bethlehem Steel; the day he telegraphed 
it was at 600 or more; and the day I took it over it was worth $425; 
and after that it went down to $125. 

The Chairman. Did you ever close those stocks out ? 

Mrs. Lowell. We tried to do so; with a good many, we could 
not. I have sold off a good many, so that all we are holding now is 
about $100,000 worth. 

The Chairman. Has the department notified you of the amoimt 
of the income tax — ^not the inheritance tax ? 

Mrs. Lowell. I beg your pardon; I do not imderstand. 

The Chairman. The income-tax return has been sent in to the 
Treasury Department by the executor or administrator, has it not? 

Mrs. Lowell. Yes; and it has been paid, but I had to borrow the 
money to pay it. 

And then it looks as if we had a very large income, because all of 
the stocks that we have not been able to sell we have the dividends 
from those stocks. But you can see that it does not belong to us. 
It is just like buying a house with a very large mortgage on it ; we 
do not really own the house. 
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The Chairman. Has any officer of the Treasury Department, or 
any internal revenue collector in Arizona made a statement as to 
how much of an inheritance tax you would have to pay under the 
law? 

Mrs. Lowell. Yes; about $89,000. And then a young man from 
Washington came up to Boston to see me about it. I came to Wash- 
ington m May and asked them not to put such a heavy tax on it. 
The young man at the department said, ' 'Well, we are trying to get 
more; we will get all you have got, if we can.'' And I said. Do not 
do it; we can not stand it.'' And he said, ''Oh, yes; you can go to 
work." 

The Chairman. I presume he said that as a matter of pleasantry 
with you. 

Mrs. Lowell. Well, I could not stand it; that is all. I said, "I 
can not stand it. I am doing all I can." 

But some young men from the department have been up there 
since, and they say there are dividends that Dr. Lowell did not 
account for in 1913 that he should have paid, and that he has got to 
tax us for them; dividends accrued. 

What my husband did was this: He bought some stock, and the 
man from whom he bought it he gave the dividends up to that time 
to; so that when he got it he had to deduct those dividends. This 
young man thought he had riot accounted for those dividends, but 
we showed him the books. 

The Chairman. So that the whole estate of Dr. Lowell turns out 
to be worth from $500,000 to $1,000,000, or something like that? 

Mrs. Lowell. $500,000, yes; it is about one-fifth of what the 
appraisal was. 

Mr. Dickinson. It is appraised at $2,000,000, is it not? 

Mrs. Lowell. Nearl;jr $2,400,000; about $2,400,000. 

The Chairman. All right, Mrs. Lowell, we will give due considera- 
tion to your statement. 

Mrs. Lowell. I will be very grateful to you if you will. And jou 
will remember what it means, and what astronomy stands for; it is 
the foundation of navigation, which you need now for all the ships 
and the standard time. 

The Chairman. Yes, that is true. Have you talked with Commis- 
sioner Roper about this matter ? 

Mrs. Lowell. Yes, I have; and he was very kind, indeed. And it 
might be said that Dr. Lowell could have gone to a university and 
given the money to it; but he said that '^they are handicapped at a 
imiversity; if you want to go ahead you can not do it if you do not 
have your own means." A^d therefore he wanted to go ahead as far 
as he could. 

The Chairman. I should think your best and quickest remedy 
would be through Mr. Roper, the Commissioner of Interna] Revenue. 

Mrs. Lowell. Yes. I have gone there> but he said unless you 
gentlemen did something, that he could not do anything, or very 
much. 

The Chairman. You say that all of that has already been assessed 
under existing law ? 

Mrs. Lowell. Yes. I know the law was all right, so far as that 
is concerned; but when you made that law you did not know that a 
man would give very much. As they say in Arizona, no one has ever 
given before, but he always gave. 
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The Chairman. All tight; we will consider your statement. 
Mrs. Lowell. Thank you very much. 

The Chairman. Is Mr. Byrnes present ? If he is not, we wiU hear 
Mr. Garrett next. 

Please state your full name, Mr. Garrett. 

STATEMENT OF MR. THOMAS GABBETT, JB., BEPBESENTING 
STETSON, JENNINGS & BT7SSELL, ATTOBNEYS AT LAW, 
NEW YOBK CITY. 

Mr. Garrett. Thomas Garrett, jr. 

I came here, gentlemen, representing several trust companies and 
banking institutions in New York with respect to administrative 
features of the law. We do not feel called upon to discuss the eco- 
nomic features which you gentlemen have been considering heretofore, 
but we wish to discuss more or less the questions which have arisen in 
the administration of the law, in the capacity of the institutions 
which are practically agents of the Government in collecting the tax. 

You all know that when the income-tax law first went into effect 
there was quite an outcry from the banking institutions that they 
were called upon to do a great deal of labor in the matter of collecting 
at the source and reporting, etc. 

This work increasea the expenditure for clerk hire and help for the 
institutions, but the institutions have come to realize that Congress 
was quite justified in adopting the methods of getting us all to help 
the aepartment by reporting, by giving withholding in cases, and 
things of that sort. But we do reaUze that there has been a great deal 
of lost motion in that withholding and return process. 

As you know, the law is a conmination of law and regulations of 
the Treasury Department, and we have taken the hberty of address- 
ing a petition to this committee, the originals of which have been 
signed by a great many representative institutions. I shall read a 
hst of them: 



Guaranty Trust Co. of New York. 
Bankers Trust Co. 
Central-Union Trust Co. 
Equitable Trust Co. of New York. 
Farmers Loan and Trust Co. 
First National Bank. 
Liberty National Bank. 
Fulton Trust Co. 
Metropolitan Trust Co. 
Empire Trust Co. 
United States Trust Co. 



Franklin Trust Co. 
Columbia Trust Co. 
Title Guaranty & Trust Co. 
Lawyers Title & Trust Co. 
Lincoln Trust Co. 
Peoples Trust Co. 
Brooklyn Trust Co. 
Hamilton Trust Co. 
Kings County Trust Co. 
Bonbright & Co. 



Then, in addition to that, these recommendations for your con- 
sideration have been indorsed by the committee on banking institu- 
tions, representing those same institutions and a great many other 
smaller mstitutions, so that I think that I can truthfullv say that 
these recommendations as to administrative features have been 
approved by very much more than a majority of the institutions 
in New York who have had an opportunity to consider them. 

I had expected to be able to report that the New York State 
Bankers' Association had approved these also; but the telegram 
which I expected had not arrived — they have had a convention, but 
these recommendations were presented to them too late, perhaps, 
to obtain their signatures. 



1052 REVENUE BILL. 

May I present to the committee copies of these recommendations 
while I discuss them with you ? [Passing around a printed paper.] 

The first recommendation there is as to returns as to payments in 
excess of $800, or such other amount as Congress may fix per annum, 
shall be mandatory only when such payments are made to individuals 
by the following persons and represent, respectively, as follows: Kent 
from tenants, interest from mortgagors, and salary and wages from 
enaployers. 

It is contemplated under the present law that all of these returns 
are made to the commissioner; and we verily believe that there can 
be no effective checking up of these returns, because the provision is 
so broad with respect to who shall make these returns that a great 
deal of waste material comes into the hands of the commissioner. 

For instance, the large corporations receive these amounts; of 
course there is a check on that; they have to report them, and their 
books are examined, and everything of that sort. In other words, 
the present basis of who shall make a return to the department is 
anybody who pajs to a single person, firm, or corporation ''fixed p,nd 
determinable gams.'' 

Now, we feel that the commissioner in getting a check on these 
things could call upon any particular class of persons to file returns, 
but not leave it in the law that everybody has to make a return when 
they have ''fi;xed and determinable gains.'* 

It is rather a difficult clause to construe, and it is very hard to 
make an all-embracing statement of the returns which the commis- 
sioner would require to be made. 

Under these circumstances, if the commissioner were given power 
to require xetums, we think that the full purpose of checking up 
would be accomplished. 

The next suggestion 

Mr. Green (interposing). Just a moment, with reference to vour 
first suggestion, if you please. It does not say anything about 
dividends. 

Mr. Garrett. They are returned under another section; this is 
only the $800 clause; it only refers to the $800 clause. 

Mr. Green. And you specify mortgagors — and interest, of course, 
would be paid by other tnan mortgagors ? 

Mr. Garrett. Yes, it would, but I think it woidd not in large sums. 
Mortgagors would be the principal payers of interest. 

Of course, this is only the $800 provision. Of course, the dividends 
and the interest on bond issues, etc., would all be covered by other 
sections. This is that form which is generally known as the '* yellow 
slip," Form No. 1099. 

May I pass to the next suggestion ? 

Mr. Hull. What is the oojection to putting royalties in there? 

Mr. Garrett. I stould think there would be no objection to put- 
ting royalties in there ; I should think they woidd form a fairly large 
class; tnere would be no objection to that that I can see. Mv only 
point is that the language as it now stands causes a great deal of 
trouble, and produces a great deal of surplus or unnecessary matter. 

Mr. Hull. Does the department specify that the report shall pass 
through two or three hands, or what shall be done with it ? 

Mr. Garrett. They have not done that. 

Mr. Hull. They have not done that ? 
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Mr. Gakrett. Well, there have been some rulings as to apartment 
houses, for instance, as to the agent in charge; they have fixed certain 
rule-of-thumb methods there that work out all right. 

The next suggestion is that the law should permit the taxpayer to 
deduct all actual losses ascertained and actually realized in all transac- 
tions engaged in for profit, whether or not such losses were sustained 
in connection with his usual business or occupation. 

That is a subject which I imagine you have heard discussed a great 
deal and which nas appealed to a great many people as bringing about 
a ^eat deal of unfairness. 

The example I have set forth in the printed paper is that a lawyer 
should have as much right to deduct a loss he has sustained in buying 
and selling real estate as a real-estate speculator. A real-estate 
speculator under the present law will buy and sell real estate, and he 
only is responsible for the net business gains; whereas a lawyer, if he 
buys a piece of real estate and sells it at a loss, as that is not his usual 
occupation, he can get no credit for that loss as against his income. 

Mr. Hull. May I interrupt you just a moment ? Your printed 
suggestion says, ^'Deduct all actual losses sustained in all transac- 
tions'' 

Mr. Garrett (interposing). Engaged in for profit. 

Mr. Hull. That transactions not connected with the regular busi- 
ness of the taxpayer should be deducted from the gains of the tax- 
payer; that means the taxable gains; it does not mean gains that 
would not be taxable, does it ? 

Mr. Garrett. Oh, no. As the law now stands, a lawyer could not 
deduct his losses from his gains if he bought a piece of real estate and 
sold it for a profit and bought another piece and sold it at a loss; 
he could not deduct the loss from the gain; he would have to report 
and pay an income tax upon his gains, and the rest would be con- 
sidered living expenses, and so on. 

Mr. Hull. Do you not think it would be wise, in undertaking to 
draw this line, to safeguard very carefully capital deductions and not 
allow them in there ? In other words, if you do not safeguard those 
carefully, a taxpayer can really make a great amount of capital de- 
ductions which are not profit decuctions at all. 

Mr. Garrett. The recomjnendation was only intended to cover 
losses in undertakings or "transactions for profit; that is all it was 
intended to cover. 

Mr. Hull. I know, but there are a great many profit deductions, 
and then there are other deductions wmch may be claimed which are 
really capital deductions and have no place in any kind of income 
deduction. Now, the trouble is to segregate those capital deductions 
and not allow them to become mixed with what would be a legitimate 
profit deduction, I think. 

Mr. Garrett. Well, I think that would work out very simply, if 
we mean the same thing, by using a little bit of care in the language. 
But it was the intention of this committee that it should cover all 
transactions which are actual completed transactions. If property 
was bought to be resold, and it was resold and there was a gain, and 
then there is a similar transaction where property was bought to bo 
resold and it was resold and there was a loss, our recommendation is 
that that loss should be set off against • that gain, irrespective of 
whether the man was engaged solely in the business of trading in 
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real estate or trading in stocks or what not — that the loss should 
be set off against the gain. 

Mr. Hull. Yes. Of course, under the regular income tax pro- 
visions which tax profits derived from any kind of a business or trade, 
it is rather easy to separate a business c[eduction from profits, from 
what would be considered capital deductions; that is, the loss of 
capital as distinguished from a business loss, which deduction of 
capital loss is not allowed imder the income tax law now. 

This provision deals with casual items of profit which do not arise 
out of any business or trade; and for that reason it seems to me that 
it would be very necessary to safeguard a provision of this kind — I 
am not controverting now your purpose; but I am speaking about 
the necessity for very carefully safeguarding those kinds of deductions 
from capital deductions, which ought not to be allowed in figurine 
profits, whether they are profits from the business or merely casual 
profits which are not derived from any business. 

Mr. Garrett. I see. Well, I think for that purpose the regulations 
of the department would offer a very sure index. Their regulations 
generally would give you ample material to safeguard that in framing 
your statute. 

Mr. Hull. Well, of course, there is quite a difference sometimes 
between the ordinary rules of commercial accoimting, and some of 
the restrictions in the law now that interfere with the ordinary laws 
of commercial trading with respect to what items shall or shall not 
be allowed as deductions. Some of them are restricted in part, so 
that they are not allowed in whole. For instance, take permanent 
improvements. That is an outlay, but it is now allowed as a deduc- 
tion from the profits; it is treated as a capital outlay, and, therefore, 
not permitted. 

Now, in dealing with this more difficult class of cases, the profits 
from no business but from an isolated and occasional transaction, 
it is very difficult to draw the line between the actual expenses that 
should be deducted, of all kinds, on the one hand, and cutting out or 
segregating items that would be pushed in there, imder many rules 
of accounting, as a business expense, or, rather, an expense of the 
proposition, whereas they are, in fact, capital outlay. 

Mr. Garrett. I think the rule that the^r have promulgated as to 
loss which you can deduct is based upon a very simple rule, and that 
is a realized, closed transaction of buying and selling. The article, 
whatever it might be, has to be bought and has to be sold, and the 
difference is the loss. I do not think that they allow any incidental 
expenses in connection with such a transaction; it has to be a straight 
purchase and sale; it is not accrual, or any bookkeeping item at all. 

Mr. LoNGWORTH. Would this be an illustration of what you are 
bringing out? Suppose I was a lawyer making $10,000 a year; and 
four or five years ago I bought a piece of property for $50,000, and 
last year I sold it for $40,000. Would 1 be allowed under you^ 
proposition to deduct $10,000 from my income last year in paying 
the tax ? 

Mr. Garrett. No; because the department has fixed the date 
March 1, 1913, as the date the value is to be taken. 

Mr. LoNGWORTH. But I mean suppose I bought it after March 1, 
1913 — I bought a piece of real estate, say in 1914, and sold it at k 
loss of $10,000 on my original purchase price last year. 
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Mr. Garrett. Yes. 

Mr. Long WORTH. And I made $10,000 as an attomey-at-law. 
Your proposition is that I should deduct that loss? 

Mr. Garrett. No; not at all. 

Mr. LoNGWORTH. It is not ? 

Mr. Garrett. No. 

Mr. LoNGWORTH. I thought that was what Mr. Hull was getting 
at in connection with what he said about reduction of capital. 

Mr. Hull. Well, of course,, when the law goes outside of the 
regular profitable transactions that are connected with a man's 
business, then a little different language has to be employed for com- 
puting the profits and losses on casual transactions. You can not 
say tnat a person shall have deductions for such losses as arise from 
the business, because it is not a business. You can only say that any 
expenses incurred in connection with that transaction, or any losses 
incurred in connection with that particular transaction, excluding 
capital losses — certainly, under some kind, of sound rule. There is 
the difficulty of determining how far you will go, in my opinion, in 
allowing actual expenses or losses. 

On the one hand, they are not going far enough to give the tax- 
payer a chance to ring in the outlays he has suffered in the nature of 
capital outlays that come in there, because they are not closely or 
immediately enough connected with the transaction when it happens 
to occur. 

It is easy enough to apply this where it is limited to the business, 
because you can see that ^^any loss connected with the business, or 
any expense of the business '^ would exclude any other kinds of loss 
or expense and denominate them as capital expenses. 

But this suggested provision is really somewhat more difficult, I 
think, to handle — and I am still not taking issue with you on your 
proposition. 

Mr. Garrett. I say it is a question of the manner of carrying it 
into effect. 

Mr. LoNGWORTH. I do not quite understand the distinction there. 
I thought that I had given an illustration which was hke the one you 
gave. 

Mr. Garrett. About the lawyer ? 

Mr. LoNGWORTH. Yes; about the lawyer who, two years ago, en- 
gaged in a real estate speculation and lost $10,000. 

Sir. Garrett! Yes. 

Mr. LoNGWORTH. And he sold it this year, and the transaction 
showed a loss of $10,000. My question was whether, imder your 
proposition, that would be deducted from his fees received as a lawyer 
this year ? 

Mr. Garrett. Oh, yes; that would. 

Mr. LoNGWORTH. That was my understanding of it. 

Mr. Garrett. I misunderstood your question before. That is my 
idea; yes. In other words, I feel that that lawyer in that position 
should be entitled to that deduction ; he has that much less as a result 
of that year's effort, and he should be in an equal position with the 
real estate speculator who has no other occupation; and he, under 
such circumstances, should be entitled to deduct that $10,000 loss 
against six operations which would have netted him a $10,000 gain; 
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I think the lawyer should be entitled to as much consideration as the 
real estate speculator under those circumstances. 

Mr. LoNGWOBTH. Suppose that appUed to a transaction outside 
of a man's regular business — lasted over a series of years ; that is to 
say, the property was bought three years ago, after Mfirch 1, 1913, 
And was sold this year ? 

Mr. Garrett. Yes. 

Mr. LoNGWQRTH. That transaction would cover a period of three 
years. Would you have him deduct that from his income of the last 
jear? 

Mr. Garrett. The year when the loss occurred; that has been the 
:simple rule which they have adopted with respect to all losses which 
were permitted to be deducted. The Treasiiry Department has 
«,dopted the rule that a man who is entitled to make such a deduc- 
ition — ^for instance, the real estate speculator — ^is entitled to take the 
benefit of that loss as a credit in the year in which the same was 
realized, on the theory that it works out in the end ; but the time he 
actually sustained the loss was a time when he could not afford to 
pay the tax. 

Mr. Sterling. Suppose he made $10,000 on the real estate; would 
he turn that in with his lawyer's fees as income ? 

Mr. Garrett. Certainly. 

Mr. Sterling. Suppose Mr. Longworth had bought the property 
in 1910 and sold it this year at a $10,000 loss ? 

Mr. Garrett. Well, it would depend on what the value was on 
March 1, 1913. 

Mr. Sterling. And if the appraisal should show a depreciated 
value at that time, would he be allowed to set that off this year ? 

Mr. Garrett. No ; only if he made a sale and realized his loss. 

Mr. Sterling. Well, if he sold it this year? 

Mr. Garrett. If he sold it this year he would take his loss and get 
credit for that loss. 

Mr. Sterling. Even though the loss was much greater than the 
appraisement showed the depreciation was on March 1, 1913 ? 

Mr. Garrett. I think we are talking at cross purposes. The 
rulings have been that in the case of a loss the difference between 
the actual value on March 1, 1913, and the date when sold represents 
his loss. In other words, they take that as a standard, not what he 
purchased it for 10 years ago. March 1, 1913, is the.basis. 

Mr. Hull. If I may be pardoned for interrupting you just a little 
further, I would like to ask a question. 

Mr. Garrett. Certainly. 

Mr. Hull. Take, for example, a taxpayer who has some line of 
business out of which he is making a taxable profit ; he may have an 
old house standing over here of some value; he may have other 
properties of different kinds which are really not being used to any 
appreciable extent, and which, in fact, will not realize a profit to him 
lor an indefinite number of years, and may never at all. But he can 
insist to the Treasury that he is expecting to make a profit out of 
those things during the year; some profit, more or less; it might be 
small. 

Now, he would not be limited to any particular figure; if he was 
in possession of those kinds of profits which for all revenue purposes, 
would amount to nothing, practically, for the Government, but one 
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of them he should lose in some Vay, or in some way not provided for 
as a deductible loss here — ^he could bring in almost any kind of & 
capital loss almost, or an expenditure in maintaining as one of the 
regular deductions, unless he is very carefully restricted. 

Mr. Garrett. Well, I think there should be careful restrictions^ 
and as I suggested before, I think that the rules which the Treasmy 
Department has adopted as to losses which could be deducted where 
the taxpayer was entitled to deduction should apply here. In other 
words, what this provision seeks to extend to everyone the same 
right of deduction which is now under the law as administered 
extended to those persons who engage in those speculations exclu- 
sively. 

Mr. Hull. Yes. 

Mr. Garrett. In other words, all this could be cared for by careful 
regulations; or, if your committee chose to frame the bill in such 
form that the present regulations should be in the form of law — as 
we would like to suggest, too, by the way 

Mr. Hull (interposing). Well, the fact is that unless the law safe- 
guards these kinds of expenditures or outlays, the courts would 
override the regulations oi the Treasury Department and hold that 
the loss of ordinary commercial business would govern whatever 
they might pay. 

And, of course, all the income-tax law does is to impose certain 
restrictions and prohibitions on the methods of computing income 
under the ordinary rules or laws of business. 

Now, there is so much difference in accounting; some items are 
put on the asset side by one accountant or one method of accounting, 
and on the debit or credit side by another accountant or methoa. 
Unless the law itself should rather specifically safeguard this new 
proposal to allow deductions for losses — and it should he for expenses 
just as well as for losses if we put the provision in — unless it is very 
carefully watched, the Treasury will be powerless, I think, to protect 
the Government against every kind of a deduction with respect to 
any kind of a capital outlay that was not remotely connected with a 
real profit-producing business. 

Now, as to the theory of this — of course, some of the laws elsewhere 
relate to profits from business. And they say that the tax shall be 
imposed on the profits of this business ownea by a person or corpo- 
ration, and likewise on the profits of this separate and wholly dis- 
connected business, and that a loss suffered in one of those businesses 
shall not be deducted from the profits of the other. 

Some of the laws go on that tl\pory. Now, in this provision I 
think the idea was somewhat similar, in view of the very great 
diflSculty of carving out just what allowance might justly be made 
and at the same time protecting the law from a great many abuses 
in the way of deductions of a capital nature. 

Mr. Garrett. And I think, as I stated before, that you will find 
that the present regulations would offer a sure index with respect 
to the extension of that principle; in other words, that they have 
given this privilege to taxpayers whose sole business is covered by 
transactions of that character. 

The next proposition is that the law shaU provide for the constitu- 
tion of a commission of three independent officers, not charged with 
the duty of tax collecting, to hear claims for diminution of assess- 
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ment or reclamation of taxes erroneously overpaid, and also to fur- 
nish information to the public upon the construction of the law and 
regulations of the Commissioner of Internal Revenue, it being a nec- 
essary part of the machinery of such commission that a hearing should 
be accorded to taxpayers upon all claims for diminution oi assess- 
ment or reclamation of taxes. 

With regard to that suggestion I will say that it seems certain that 
no oflBlcer charged with the duty of collecting taxes and making regu- 
lations governing the machinery of such collection is an imbiased 
tribimal for the decision of such matters and for the summary deter- 
mination of intricate questions under both the law and the regula- 
tions which the commissioner has himself promulgated. As a prac- 
tical question it has been the experience of most inquirers for nuings 
that the commissioner has ruled upon questions in a manner stu- 
diously calculated to subject to the least possibility of criticism in 
his (the commissioner's) capacity as tax gatherer. There is a lai^e 
portion of the pubUc unwilling to submit such rulings to the courts 
for review, ana there is a larger portion to whom me cost of such 
submission would practically prohibit the submission of the same. 
The element of time in determining all these questions is so impor- 
tant that a commission with powers to grant a summary hearing on 
these questions would prove of the greatest service in assisting tax- 
payers who are anxious to do their duty by the Government, and in 
return are entitled to fair treatment from the Government, to the 
extent, at least, of placing them upon a footing equal to that accorded 
large interests prepared to htigate all doubtful questions. 

Now, gentlemen, I think that goes back to tne basic principle of 
our Grovemment; that is, the separation of powers into the three 
groups of legislative, judicial, and executive. We realize that in the 
emergency it was necessary; we were treading in an im tried path, 
and it was necessary to give very plenary powers to the Treasury 
Department. I think that the time is now ripe to relieve the Treas- 
ury Department of some of that onus. 

This is not intended at aU as a criticism of the Treasury Diepart- 
ment in its handUng of questions. I might say that the idea hiere of 
having this commission to pass upon these questions is based upon 
common sense. 

The commissioner makes the ruUng; he executes the law; he prac- 
tically makes the law, in great part. I might recite just one spe- 
cific instance: 

As you gentlemen know, the excess-profits tax law places a burden 
of paying 8 per cent upon certg-in gains by professional men and 
others, and the question came up as to fees of executors. I think 
every lawyer in the country has worried as to whether he had to 
return those fees as part of his 8 per cent. 

In fact, the other day I was talking to a judge of the United States 
district court in New York, and he asked me, ^^How have you been 
construing that section of the excess-profits tax law? Here I am, a 
judge of the United States district court, and I am also an executor. 
I have some large fees as executor,* and my coexecutor did not return 
those fees ; he also is a lawyer. He said it was not part of his earn- 
ings from his profession.^' And the judge asked me, ''What do you 
think about it?" ''Well," I said, "that has been quite a moot ques- 
tion." But I will tell you what happened. There is a large lawyer 
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in New York who has been practicing a number of yeai-s, and he had 
a large estate of which he was executor. He wrote to the commis- 
sioner for a ruUng as to whether he should include those fees which 
he had earned as an executor in his earnings from his profession. 
The department wrote back that it would depend entirely upon how 
much time he had spent upon his work as an executor and upon how 
frequently he had acted as executor. 

The lawyer wrote a letter in reply to the commissioner, in which he stated that he 
had been practicing law for 45 years; that he had acted as executor twice, and that 
the time engaged in this particular work was about one week. In other words, I 
think he stated almost a minimum under that definition or ruling of the commissioner. 
The commissioner replied that, in his opinion, the commissions so earned should be 
stated as part of his eariiings from his profession. 

Now, gentlemen, that is exactly what you must expect. The 
commissioner has a fixed duty, and that is to collect taxes; and I 
think he himself would like to be relieved of the responsibility of 
mdicial determinations of questions which would come up under his 
own ruling. 

Of course, in the instance I cited to you, it was quite open to this 
lawyer to go to the courts and get a determination of the question. 
But here was a case where the lawyer felt that he wanted to do his 
duty to the Government; he did not want to be criticized for taking 
an appeal in a large matter; it was a very large estate, or he would 
not have appUed, perhaps to the commissioner; he would have made 
up his mind as a lawyer and would have gone ahead and paid the 
tax under protest and sued afterward. But he did not wish to be 
regarded as unpatriotic in any way; and he put it up to the com- 
missioner under the provision of the law as it now stands. 

It does not seem to me that that is fair, or that it is democratic, 
that a man should be placed in that position. And we all thought 
that some kind of judicial body to pass upon these rulings and assist 
the commissioner and relieve nim of all responsibility — which I feel 
certain that he does not wish — would be very desirable. 

Mr. LoNGWORTH. Your proposition only involves a hearing, and 
not any power of determination in the commission ? 

Mr. Garrett. Well, I did not mean to so state it. I meant to 
say as a necessary part of it, ^'and determination.'' Did I not say 
''hearing and determination'' ? 

Mr. LoNGWORTH. Not determination. 

Mr. Garrett. I meant to say ''hear and determine." 

Mr. LoNGWORTH. You mean that the commission shall pass upon 
each case ? 

Mr. Garrett. Pass upon these cases, exactly. Of course I do not 
go into the constitutionality of the thing. I ]ust merely brought it 
up as a proposition involving pohcy 

Mr. LoNGWORTH (interposing). I think there is a great deal of 
reason in what you suggest. 

Mr. Green. Would you have this proceeding final, if the parties 
choose to submit their cases to this tribunal ? 

Mr. Garrett. I do not wish to dictate to the committee. I just 
put it up as a proposition for you to consider. 

Mr. LoNGWORTH. You did not say ''hear and determine." 

Mr. Garrett. I meant to say "determine." And when I ^ay 
"I," I mean the gentlemen who worked these printed recommenda- 
tions up. I mean to say that we did not consider the question as 
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to whether or not the hearing should be final, or whether it should 
be subject to reyiew or not. I leave that to the judgment of the 
committee, as to how the thing should be worked out. 

Mr. Sterling. Taking up that case you spoke of, why did the 
commissioner say that the question depended upon the amount of 
time that lawyer devoted to the performance of his executorship ? 

Mr. Garrett. Well, the law is that earnings from his profession — 
and I imagine what he had in mind at the time of that ruling was 
that a lawyer does so many things that it is pretty hard to say 
what are earnmgs from his profession; and that he had m mmd the 
possibility of some lawyer specializing and working in the matter 
of estates and acting as trustee, etc. I believe there are certain 
lawyers in Boston who described themselves, not as lawyers, but as 
trustees by profession. I believe he had something of that kind 
in mind, and therefore that clause crept into his rulmg. 

Mr. Sterling. Well, that only goes to the question of whether 
he would pay the 8 per cent ; that would all be subject to the in- 
come tax m any event ? 

Mr. Garrett. Yes; it all would be subject to that. But the 
excess-profits tax is in addition to the other tax. 

Mr. Sterling. So if a lawyer should make money outside of the 
actual practice of law, by acting as executor or in any other capacity, 
do they hold that he is not boimd to return it as part of his income 
in the payment of the 8 per cent ? 

Mr. Garrett. If he earned it entirelv from his profession — ^for 
instance, if he got a lot of income from bonds, we will say, or divi- 
dends on stock, it is quite certain that he is not subject to the 8 
per cent excess-profits tax. Also if he gained it from quite a number 
of transactions which did not involve professional ability, or the 
exercise of professional judgment, I do not think there is any ques- 
tion about it that it is not subject to the 8 per cent profits tax. 

Mr. Sterling. Yes; I undertsand. 

Mr. Hull. This is intended now to relate to the income tax as 
well as the excess-profits tax — ^your suggestion ? 

Mr. Garrett. Yes; it is to relate to all these kinds of Federal 
taxation. That is, I do not know whether I stated it clearly at the 
beginning. All of these suggestions as they may appear apply to 
both income tax, or war tax, estate taxes and excess-profits tax. 

The Chairman. Who would you have appoint this ooard ? 

Mr. Garrett. I do not know whether I would be presumptuous 
enough to suggest that. 

The Chairman. Would you have the Secretary of the Treasury 
appoint, or the Commissioner of Internal Revenue, or would you 
have the President of the United States appoint, by and with the 
advice and consent of the Senate ? 

Mr. Garrett. Well, I had not even thought of that. I think 
your committee is more able to pass on that question than a com- 
mittee of lawyers. 

The Chairm;an. Well, would it not have the same effect on your 
returns to the Treasury if the Commissioner of Internal Revenue or 
the Secretary of the Treasury should appoint the commission who 
would pass on those questions? Do they not do that now? Does 
not Mr. Roper select one or two or three men, or as many as they 
want, as officials to review these cases and to hear these complaints, 
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and they decide them in the first instance, and then pass them to 
Commissioner Roper for his approval or disapproval ? 

Mr. Garrett. W ell, I had more in mind something that would not 
be a department of the Internal Revenue Bureau. 

Tte Chairman. You want a separate commission ? 

Mr. Garrett. Yes; a separate commission. 

The CbaAiRMAN. Independent of the Internal Revenue Department ? 

Mr. Garrett. Yes; independent of the Internal Revenue Depart- 
ment. I do not want anybody who would be a creature of the 
Revenue Department — although I do not mean to reflect at all upon 
the Revenue Department. 

The Chairman, We understand that. 

Mr. Garrett. The next suggestion we have is that the law should 
definitely show that in the case of all fiduciaries the income which 
is taxable is the amount of income accrued and distributable as dis- 
tijiguished from the amount of income actually paid. 

In that connection, I will say that we do not believe that the 
public at laree generally realizes that this is an exception to the 
general rule; because, as I stated, I believe it to be the concensus of 
opinion as to the present regulations, but I do not beheve the public 
at large understands it, because the public generally has the ideas 
that all of these taxes are based upon the receipts of tne beneficiaries, 
not accruals in their favor* and this is a very comphcated question 
in the regulations, and I thought the thing snould be cleared up so 
that the public at large could understand it. 

Mr. Sterling. Excuse me for interrupting you, but I do not think 
I get your idea clearly, Mr. Garrett. The taxable income is ''the 
amount of income that is accrued and distributable, as distinguished 
from the amount of income actually paid ? " 

Mr. Garrett. You would understand that with the words ''to 
the beneficiaries'' at the end of that sentence. You see, when an 
individual receives an income, it is the income which he actually 
receives upon which he reports and upon which he pays the tax, not 
the income which has been earned and accrued. 

Mr. Sterling. Does the fiduciary pay tax a on the income which 
he retains in his own hands, as well as upon that which he turns over 
to the beneficiary? 

Mr. Garrett. That is the nde; where there is an estate in process 
of settlement, or where there is a trust that accumulates for some 
time, the income tax is collected upon the basis of what the trustee, 
executor, or other fiduciary has actually collected, and not upon 
what is paid to the beneficiaries. • 

Mr. Sterling. That is the practice now, is it ? 

Mr. Garrett. As I have stated, the practice is based upon a num- 
ber of divergent ruUiigs — they are not necessarily divergent, but they 
are abstruse; and it has taken a great deal of thought among lawyers 
to understand exactly what they do mean at present time. In fact, 
they were not all in agreement when we had the question up; but 
when the discussion developed it was the consensus of opinion that 
that was what the present regulations mean. 

Mr. Sterling. How would that work out in a case where the 
executor has a right to determine how much of the income accruing 
he shall give to the beneficiary — or is that a matter of discretion > 

64059--18— No. 15 6 . . Jj 
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Mr. Long WORTH. How would that work out in the case where the 
executor has the right to determine how much of the income accruing 
he shall give to the beneficiary? Is that a matter of discretion? 

Mr. Garrett. I don't think it would affect that at all because it is 
only actual receipts upon which he makes his report of income, the 
income the fiduciary receives, not the beneficiary. In other words, 
the income that accrues in favor of the beneficiary and not that which 
is distributable to him. 

Mr. Sterling. It would come at the same in the end. 

Mr. Garrett. It would come at the same in the end. What we 
suggest here is not a departure from the present rulings of the depart- 
ment, it is merely a question of having it stated clearly, because as it is 
now it is involved in four or five different propositions. 

Mr. LoNGWORTH. I see what you mean. 

The law should set forth with exactitude the treatment of each class of payment to or 
for the account of nonresident aliens. That a personal return should be required of a 
nonresident alien only when his total tax is .not paid at the source and his income is 
taxable. 

That is exactlv in the same class as the other. That presumes to set 
forth what the law now is, but it is very difficult for the layman to 
understand it through all this mass of uecisions as to the handling 
of income for account of nonresident aHens. 

Mr. Green. That is what I imderstood the law at present to be, 
but maybe it is not as clear as it should be. 

Mr. Garrett. That is exactly what we understand the present 
law to be, but we wish it to be set forth clearly in the act itself instead 
of being hedged about by a mass of regulations which very few under- 
stand. I may say that seven or eight lawyers sat around a table, 
and each lawyer went through a catechism and there was only one in 
the crowd who could answer the questions. He has been working on 
the income tax for the past two or three years. It is merely on 
account of that state of affairs that we should like to have it stated 
clearly in the law. 

The next question is: 

The interest on deposits of alien corporations should be excepted from the ex- 
cess-profits tax unless said alien corporations be otherwise liable to the excess- 
profits tax. 

Now, that goes into the question of economics slightly. There 
are now large cash balances carried in institutions of this country 
which are the property of ahen corporations, not engaged in doing 
any business in thj^ country, and we believe that those deposits are 
a substantial economic benefit to this country and to the institutions 
here, and that they would be quickly withdrawn, or unseasonablv 
withdrawn, if what seems to be the present policy were continued. 

Mr. Green. Do you mean that there are more now than in ordinary 
times on account of war conditions ? 

Mr. Garrett. Oh, yes; quite a number. 

Mr. Green. A very large number? 

Mr. Garrett. I beheve so. Am I correct, Mr. Orr ? 

Mr. Orr. I am not sure. 

Mr. Garrett, I beg pardon, I won't state that. I thought Mr. 
Orr would back me up on that. I am not certain, but my idea was 
that there was no reason why we should collect an excess-profits tax 
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from these corporations merely because there are very many here 
which draw interest. 

Mr, Sterling. They would not be subject to the excess-profits 
tax any way. 

Mr. Garrett. I beUeve that since this has been prepared there 
has been a ruHng that they are not subject. 

Mr. Orr. I believe they have so ruled. The ruling came down 
Thursday or Friday. 

Mr. Sterling. Regardless of the ruling, youi^ could not get any 
excess profits tax from property that was paying only bank interest. 

Mr. Garrett. There was a ruUng earUer, I beheve, which did make 
it taxable because the language was that they were liable to tax, 
those foreign corporations, and they figured upon the proportion of 
the business done by the alien corporation m this country, with 
reference to the total business of such corporation. That was the 
law, and under that they first ruled that keeping money in this 
country was doing business here. 

Mr. Sterling. If you compute that interest in computing his 
excess-profits tax, it would simply go to reduce his income tax. 
That is the only thing whirh could possibly be taxed. How much is 
the bank interest, 3 or 4 per cent ? 

Mr. Garrett. About 3^ or 4 per cent. 

Mr. Sterling. If you allow him to compute that in his income 
tax, the" tendency would be to reduce his income tax, and you can 
not get any excess-profits tax where the exception is 7 to 9 per cent 
out of an income that is derived from a 4 per cent investment. 

Mr. Garrett. It was based upon the proportion of total business 
done in this country and the total business of the corporation done 
elsewhere. It was not a question that these alien corporations might 
have any business in this country whatsoever. But that was under 
the earlier rulings, and I should think that this is unnecessary, as 
stated, because there is a later ruling, since this was prepared last 
week, which holds that they are not taxable. Am I correct ? 

Mr. Orr. Yes. 

Mr. Garrett. Then, the next is : 

The time within which the return of a taxpayer may be reopened for reassessment, 
and the time within which the Government may sue for the collection of the tax not 
assessed in the normal times, should be limited to two years. 

In other words, we feel that there should be a settlement of these 
questions at some time. 

Mr. Sterling. No limitation at the present time? 

Mr. Garrett. No; none whatsoever. That, of course, would not 
foreclose the Government in correcting a fraud or anything of that 
sort; but if the matter of construction of the law and of the regula- 
tions be left open, they would have a false security in making these 
returns, and there should be some limit whereby tlie corporation or 
the individual could make certain that he has adopted the right basis 
and that he can continue to disburse his income in accordance with 
the return which he has made. 

Mr. Hull. What limitation would you put upon the detection and 
assessment of a taxpayer who had failed to make any return ? 

Mr. Garrett. Well, I think it would not be necessary to fix any 
limitation on that. You can catch that any time. 

Mr. Hull. Leave that open ? 
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Mr. Gabrett. Yes; That is a class of fraud, practically. I do not 
know. 1 might be mistaken on that. 

Mr. Hull. In case of fraud, where there had been a partial return, 
you would limit it to two years with the other? 

Mr. Garhett. No. When there is fraud, fraud should go from the 
time of discovery. 

Mr. Hull. Then, this limitation is only appHed to full, complete, 
and bona fide returns ? 

Mr. Garrett. Yes; made in good faith for a complete return. 

Dividends paid to corporations should be treated for the purpose of the normal 
income tax in the same manner as for the purposes of the war income tax. 

In other words, the law now is that it discriminates against cor- 
porations, and I do not see any reason at all for it. 

All interest paid by corporations should be deducted from its earnings for the 
purpose of computing its net taxable earnings. 

The present law has a very curious rule which only permits the 
deduction of interest on indebtedness not exceecHujg the sum of the 
paid-in capital plus one-half of the interest-bearing indebtedness out- 
outstanding at the close of the year. The reason for that is not 
apparent with anyone with whom I have discussed this question. 
There should be no relation between the capital of the corporation, 
the interest it should pay, nor the indebtedness. I think it quite 
possible, as I have stated m the example, for a corporation to have a 
capital of only $10,000 and having a bond issue of $10,000,000, and if 
it IS possible to pay $5,000,000 imder the present law, they could only 
deduct interest on $5,010,000, whereas they might have paid the 
interest on $10,000,000 for 11 months and 29 days. In other words, 
the full interest should be allowed. It should not be limited to any 
amoimt of capital and indebtedness at the end of the year. 

Mr. Sterling. There is nothing in the law 

Mr. Gabrett (interposing). The law as it now stands says that 
they can only deduct interest upon an indebtedness not exceeding 
the paid-in capital plus one-half of the interest-bearing indebtedness 
outstanding at the close of the year. 

Mr. Sterling. I guess you are right. ' 

Mr. Hull. What would you say about a situation of this kind: 
Suppose a corporation issues $1,000,000 bonds at 6 per cent and then 
they are converted into 6 per cent preferred stock? In that case a 
6 per cent dividend comes oflE the common stock, but the 6 per cent 
interest accrues before the bond has been converted. That does not 
relate directly to the merits of your proposition, but it is an economic 
situation which we have with reference to preferred stock. 

Mr. Garrett. Well, it they paid the interest before the conversion, 
it has not affected the distributable profits, and if they have not paid 
it, then the profits are that much more, and you are going to get that 
going and coming., 

Mr. Hull. What would you do with the preferred stockholder so 
far as the normal tax is concerned? What would you do with his 
dividend ? 

Mr. Garrett: Why, as to the normal tax he would be exempted 
from that, but the Government would get the income from the cor- 
poration just the same, because before it paid the dividend it would 
have paid the tax. 
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Mr. Hull, Of course, where his stock is 6 per cent the corporation 
pays out on its profits whatever it pays as dividend. 

Mr. Gabbett. Exactly. 

Mr. Hull. Where the amount outstanding is bonds which have not 
been converted into preferred stock the 6 per cent interest is Ukewise 

Eaid over to the stockholder, in the case of the preferred stock- 
older, and he gets off very light on the normal tax. 

Mr. Gabbett. The stockholder would. 

Mr. Green. This provision that is in the law now, I think, had a 
little more force and reason back of it before we adopted the excess- 
profits tax. 

Afr. Gabbett. Yes, sir. 

Mr. Gbeen. Just now it is to the interest of every corporation to 
keep its capital as large as it properly can, and not lose money thereby, 
because it gets bigger allowances under the excess-profita tax. It 
seems to me at the same time that this provision might at least well 
be modified, if not done away with entirely. 

Mr. Gabbett. I think quite a number of States in the Union have 
provisions that their bonded indebtedness should not be in excess of 
a certain ratio to the capital stock, or vice versa, and I think that 
they were based upon exploded economic theories. There should be 
no relation whatsoever oetween the capacity dl a corporation to 
borrow money on its capitalization. The capitalization is some- 
times the result of an accident, sometimes inheritance, sometimes 
pecuUar laws, and the corporation needs money just as much as an 
individual does, just as much as it can get or requires, and the expense 
of getting that money certainly is a legitimate item of deduction in 
finding the profits. 

That as to the estates tax (sometimes called the Federal inheritance tax) the tax 
shall not be payable until the same has been assessed and a 10 days' notice of such 
assessment given. However, the assessment shall be made within a reasonable time 
(say, 60 days) after the filing of the final returns, and the assessment, when made, 
shall release the lien of the Government on all property reported in said return. 

Now, I did not get in in time to hear the last speaker, Mrs. Lowell, 
but I do know from conversations that most of the lawyers that have 
been bothered by this Federal and* State tax law think that this law 
is an anomaly among tax laws generally. There is no provision in 
the law assessing the tax. There is no one who has split up an estate 
under this law who has known where he stood when he split it. 

Mr. Gbeen. Her complaint was based largely on the groimd that 
the Government insteaa of taking the value of the property which 
consisted largelv of certain bonds and stocl^ that were on a falling 
market, insteaa of taking the value at the time of her husband's 
death, at the time it came into the hands of the executor, that the 
Government wanted to take it at the time that they were at the 
highest point, at the death of her husband, I think. 

Mr. Hull. After death, wasn't it ? 

Mr. Gbeen. I didn't get her statement very clearly. 

Mr. Gabbett. I think the law is as to the aate of his death. It is 
not any arbitrary date. That is fixed. 

Mr. Obb. I think what they do is, they take the value of stock at 
the time of the death of the decedent instead of the value which the 
beneficiary receives. The stock may be worth $100,000 when the 
decedent died, and when she got it it was worth only $50,000, dropped 
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when going through the estate, and she paid a tax on the value of it 
at the time of his death, not when she received the stock. 

Mr. Hull. But suppose it had gone up ? 

Mr. Gabrbtt. The date of the death. 

Mr. Hull. The law does not allow the Government to take ad- 
vantage of the increase, but the State has to stand the decrease. 

Mr. Gabrett. This goes to the whole question that there has not 
been a single estate aoministered where anyone can determine as to 
whether or not they haye paid the correct ainoimt of tax. There is 
no provision in the law for assessing the tax, and we feel that there 
should be some provision for actually assessing the tax so that the 
taxpayer may settle up an estate and make a distribution. There 
is no chance of making a distribution with -any certainty imder the 
law as it is now. 

Mr. Hull. They can pay a tax any time. 

Mr. Gabbett. fiut no one can tell whether they have paid the 
right amoimt. 

Mr. Hull. But if the department gives them a receipt in full, 
that is a termination. 

Mr. Gabbett. It does not give a receipt in full. 

Mr. Hull. That is because the entire value of the estate has not 
been determined. 

Mr. Gabbett. No; I quite differ with you, because there is no 

f>rovision in the law exactly figuring the amount of the tax. The 
ien of the Government attaches upon all the property and remains 
upon aU the property, and there is not any way of releasing it from 
the lien that we know of. 

Mr. Hawley. The Government gives a receipt for the amount 
paid, but it does not certify that that is all the obligation. 

Mr. Gabbett. That is the proposition. 

Mr. Gbeen. If I understand you, no person is authorized by the 
law to levy and assess these taxes ana notify the executors that 
that is the amount they should pay ? 

Mr. Gabbett. That is exactly it. It is unique in tax legislation. 

Mr. Hull. Of course, some laws levy a tax without prescribing 
any method of collecting it. The assessment is only for tne purpose 
of determining the amoimt to be paid. 

Mr. Gabbett. And also give a man an opportunity to be heard 
and also protest against the assessment of his tax. He has no right 
in the courts until the assessment is fixed. 

Mr. Hull. Unquestionably it is a very important thing, but I was 
calling attention to the fact that some laws have been put into effect 
without providii^ the machinery of assessing in a formal way, 
leaving the main function of assessing to such methods as may be 
agreed upon. 

Mr. Gabbett. Certainly. Then, the next question : 

Provision should be made in the estate-tax law for the apportionment of the tax 
and exemption, on the one hand, as between real and personal property, and, on the 
other hand, as between the various classes of legatees and devisees under wills. 

I may state that under the law as now construed the present effect 
of the tax is to place the entire tax upon the residuary estate, not to 
spread the burden over among the other bequests or devises in the 
will. Under such circumstances, I think it does not seem fair, 
because the testator never knows what his residuary estate is going 
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to be, or rather very seldom does he know what his residuary estate 
is going to be, and to place the whole burden of the tax upon the 
residuary legatee does not seem fair, nor in conformity with the 
general provisions of the inheritance tax laws in the various States 
of the Union. It is a very serious computation to determine whetiier 
or not there will be a residuary estate sometimes. Under the law 
as it now is, if there should be failure of the residuary estate, we 
imagine that there can be some priority arrangement made to appor- 
tion the tax among the other devises and bequests in the will. Also, 
there is not any provisions which might cause a portion of the tax 
to be borne by specific devises of real estate. In fact, we feel quite 
certain that now the bequests of a specific piece of real estate are not 
taxed, whereas a bequest of a sum of money would be caught by the 
tax. In other words, the tax is against the estate, and tne rulings 
are that the residuary estate bears the tax completely. 

Mr. Hull. Unless the testator provides in his will that that shall 
be apportioned. 

Mr. Garrett. He could provide in his will if he has able counsel, 
and he calls able counsel at the time when he makes his will — one 
who has studied this law. There has been a lot of wills drawn before 
this law went into effect, and there is a lot of estates in litigation, 
and you must remember that there are a great manv men who do 
not keep up with the Federal taxation laws, and, I think, in fact, a 
very small proportion of them do keep up with it. The usual pro- 
vision of apportionment of tax between legacies of various legatees is 
usually in tne inheritance laws of the various States, and I see no 
reason why it should not be inserted here. 

Mr. Green. Well, I can see some reason why there ought to be a 
provision in the case of residuary estates, that if there is not sufficient 
to pay the tax that it should be apportioned among the bequests. 

Mr. DrxoN. It would be, in that case. 

Mr. Garrett. There is no question about the Government getting 
its money. 

Mr. Green. But I understand your contention to be that in some 
instances a parcel of real estate might escape, under these rulings, 
and all go on the legacies of cash. 

Mr. Green. What I was endeavoring to say was that I did not 
think that that ought to be permitted, but so far as the residuary 
estate is concerned, that is merely an expression of the testator's will — 
that if there is anything left it may go to a certain person or in a 
certain direction. When he allots or bequeaths $5,000, it is, for 
example, to a certain person, and he wants him to get that. 

Mr. Garrett. It also occurs that if he feels a certain obUgation 
to some one, we will say he gives $5,000 to one, $10,000 to another, 
and $50,000 to another; and he figures with a lead pencil as to what 
is going to be left, and his principS beneficiary is going to have \vhat 
is left; it may often happen that the principal object of his boimty is in 
the residuary class. 

Mr. Green. That is true. 

Mr. Hull. A great many estates have lawsuits about it. 

Mr. Garrett. Yes. 

Mr. Hull. And those expenses come off the residuary fellow ? 

Mr. Garrett. Yes, they ao. But this matter of taxation has grown 
up to be a recognized factor. 
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Mr. Hull. It should be provided for in the will. 

Mr. Garrett. Of course it should be. 

Mr. Sterling. The only way to meet that obligation is to impose a 
tax on legacies and devises. 

Mr. Garrett. Or provide for an apportionment of the tax as 
among the legacies and devises, the same as is done in New York 
State, and in most inheritance-tax States. 

Mr. Sterling. And distribute the exemptions among them also. 

Mr. Garrett. And distribute the exemptions among them as weU. 

Mr. Sterling. According to relationship ? 

Mr. Garrett. I do not know that it is necessary to be according 
to relationship, but to distribute the total exemptions. In other 
words, the net tax would be distributed among them all. I think that 
would be the simplest. 

That under the estate-tax Iftw, transfers of stock held b^ nonresident alien de- 
cedents should be permitted under a system of waivers similar to that now used in 
the administration of inheritance-tax laws in New York and other States. 

Now, gentlemen, I think that is one of the most serious proposi- 
tions that we have encountered in the administration of this law, 
and that is that the nonresident alien stockholder, nonresident alien 
decedents, stock held in their names, the transfer of which is made 
by an executor or an administrator of an estate, and it is like a dog 
chasing its own tail to get anywhere because they can not make a 
transfer of stock until wie tax is paid and they can not pay the tax 
until they know what the tax is going to be, and they can not deter- 
mine what the tax will be until they seU the stock, and the stock is 
the first thing they should sell, yet they have got to pay the tax 
before they sell the stock. In other words, in the ordinary adminis- 
tration of the estate, stock is the first thing. A lawyer would say 
''Sell stock. It is perishable, and you should start with that first." 
And when it comes to the transfer of such a share of stock, you have 
got to present a receipt of payment of tax in f uU. In worlang it out 
they present a receipt for the payment of taxes upon the provisional 
return sometimes, which they allow the executor to correct. It 
seems perfectly simple to build up the same system which they have 
built up in New York and all the other States in admiaistering 
inheritances taxes, that is to allow the stock to be transferred, signed 
bv the collector of internal revenue wherein he substitutes the lien 
01 the Government upon some claim or some assurance bond, which 
they give to the collector of internal revenue that the tax will be 
paid upon this item of transfer. In other words, to make it workable 
and businesslike, as it is now, we have all been standing on our 
heads and didn't know what to do. 

In computing the estates tax there should be allowed as a deduction all payments 
made to States under their respective transfer tax laws. 

This question has been the subject of adverse ruling -from the 
department^ and there has been a great deal of difficulty in conform- 
ing to the laws of the various States. As a matter of fact, in practice 
and in adminstration, a tax in the various States is usually the first 
paid before the tax is paid to the Commissioner of Internal Revenue, 
and it would seem more than fair probably to allow those deductions. 
As you realize, the tax is paid in many instances in three or four 
States. A man dies resident of one State. He has in his estate 
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stock of corporations. In another State, or three of four States, he 
has to pay taxes, and it is a question of how he happens to arrange 
his securities and what States he was unfortunate to live or die in. 
That brings up the question of how to levy his inheritance tax that 
is to be paid upon his estate, ,and it seems no more than fair that 
the amoimt of tax that his estate paid to the various States should 
have an effect in determining this tax here. 

Mr. Hull. Is that the only reason you suggest why the State 
should have the benefit of assessing the luU amoimt before collecting 
it for the Govenmient ? 

Mr. Garrett. Not only that, because he pays in two or three States. 

Mr. Hull. There has not been any well-defined determination of 
this question, has there ? 

Mr. Garrett. The last ruling of the department seems to have 
denied the right to make this deduction. 

Mr. Hull. I mean this controversy that comes up between the 
State and the Government, that matter has never been thoroughly 
thrashed out ? 

Mr. Garrett. It has not. There has been one decision of the 
surrogate of New York County, I believe, in which the right to 
deduct the tax paid to the United States Government as against the 
New York tax, was denied. ^ That is the only ruling I know of. 

Mr. Hull. I have noted some decisions where the State courts have 
held that the States are entitled to priority, even if the Government 
gets to it first, to take its full amoimt. The Government, of course, 
adopts the other contention. It seems to be a situation where both 
the States and the Government should have equal rights in the 
assessment, and has this competition of rivalry or controversy as to 
• how they shall treat the estate in determining it settled. I can not 
see, as a matter of right or power, why either one has an advantage 
over the other. 

Mr. Garrett. I do not know any reason why one should have 
an advantage over the other, except this, I think the States were 
first on the ground, practically. That is a new field, and it might 
be that they are justified upon that ground. That is a suggestion 
without any economic reasoning back of it, 

Mr. Hull. But they do have the unquestioned right. The one 
that gets to the estate has the same right as the other to make the 
assessment on the whole amount — ^full original amount. 

Mr. Garrett. Exactly. The next is: 

That bankiiig institutionB reporting interest earned on deposits of nonresident 
aliens shall report only the net interest earned upon the account of such a nonresident 
a4ien. 

That is suggested from the fact that depositors, or correspondents, 
as we generafly caJl them, with respect to nonresident aliens, often 
have a debit balance on which they pay interest. In other words, 
it should be the net interest, net credited interest, upon which the 
return should be paid. 

That for the purpose of determining excess-profit taxes, borrowed money be allowed 
as a part of the invested capital. 

The Chairman. Suppose in the States there is a contest between 
the diflFerent legatees as to whom they shall pay the tax, or whether 
they shall pay any tax or not, and it is tied up in court, must it 
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wait until the court decides in order for the Government to get its 
money ? 

Mr. Garrett. The Government is going to get its tax at any rate. 
You have reference to No. 11 ? 

The Chairman. Thirteen, isn't it ? 

Mr. Garrett. Well, that one meant that in making up the net 
amount of the estate upon which the tax should be paid, there should 
be an allowance made for the amount of the tax paid to the various 
States. 

The Chairman. Suppose they had not settled the estate, and the 
taxes had not been paid to the State, should the Federal Government 
then wait ? 

Mr. Garrett. Not at all. 

The Chairman. How is it going to get its money if the State 
inheritance tax is to be taxed ? 

,Mr. Garrett. They can so ahead and collect it. A man can only 
deduct what he has paid, it will force him to pay the tax. 

The Chairman, i ou mean if you have an mheritance tax of 
$10,000 that that amoimt should oe deducted from the amount of 
taxes paid to the Federal Government ? 

Mr. Garrett. It should be deducted from the estate. 

The Chairman. Just hke the county and city taxes ? 

Mr. Garrett. Exactly. 

The Chairman. And then the Federal Government tax would be 
on the balance ? 

Mr. Garrett. Exactly; that is all. 

The Chairman. None of the States levy a tax hke this except 
Rhode Island. 

Mr. Garrett. Rhode Island has now an act passed last year. 

The Chairman. What other States have such a law? 

Mr. Garrett. AU the States, practically. 

The Chairman. Have a State tax on the whole estate ? They have 
a legacy tax and a devisee's tax, or one of them, but they don't have 
an estate tax on the whole estate. 

Mr. Garrett. We do. 

The Chairman. Except, I beheve, it is Rhode Island. 

Mr. Hull. That is the last to fall in. 

Mr. Garrett. New York has it and New Jersey. 

The Chairman. The rates are different accordmg to relationship ? 

Mr. Garrett. There are exemptions apart from relationship. 
You have exemptions in this tax. 

The Chairman. This tax is a lien on the total estate just like the 
coimty or State tax is a hen on the total estate, and it can not be 
divided up imtil those are paid. Then if the taxes are paid it is in 
a condition to be distributed, and after the payment of the estate 
tax, the inheritance, it goes to the distributees. This taxation 
imder the existing law is a hen on the total estate, is a debt against 
the estate, just hke a debt due a creditor, or just hke the tax due to 
a State, x ou see, if the States had a tax hke we have, as a debt 
against the whole estate, it would be very easy to administer — that is, 
if we should adopt your view, to administer your proposition. 

Mi. Garrett. Except this, in the working out of those taxes in 
the various States, the whole estate is taxed at one time. This is 
taxed against the legacy of John Jones, WiUiam Smith, etc., which 
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is worked out in one proceeding, and it is made upon the total 
transfer — that is, upon the transfer to the various beneficiaries — and 
the reason this tax is more embracing than the State taxes it starts 
at a higher figure than the taxes in the various States. No. 18 — 

That for the purpose of detennining excess-profit taxes, borrowed money be allowed 
as a part of the invested capital. 

Now, that does not strictly come within the purview of this com- 
mittee. The trust companies and institutions that I represent put 
it in here because it was of general interest with respect to the ex- 
cess-profits provision. 

Mr. LoNGWORTH. The oil men suggested that this morning. 

Mr. Garrett. ^I did not hear them discussing that particular issue 
of it. We think Ibhe return allowed to corporations should be allowed 
on the investment and the borrowed capital. They should be allowed 
a fair return on it in determining what is their capital employed in 
the business. 

The next item — 

tfaftt the status of the Virgin Islands and the Canal Zone be clearly defined in reference 
to the income tax, war tax, excess profits law and estate tax, 

should be clearly defined in this tax. 

Mr. Sterling. What is their status now ? 

Mr. Garrett. I do not know whether they are nonresident aliens 
or not. 

Mr. Orr. The Treasury Departmeiai did not know whether they 
had received anv from the Canal Zone^when I asked them. 

Mr. Green. I think your point is well taken. I think you can 
safely pass on that. 

Mr. Garrett (reading) : 

That corpcoatioas and partnerships filing returns for a fiscal year other than the 
calendar year be aUowed to show when possible actual earnings applicable to each 
calendar year instead of being required to prorate earnings according to the number 
of months as under the present law. 

The present law — that comes up under a ruHng — is a rule of thumb. 
It is worked out to take the apportionment according to the number 
of months and prorate it. But if it is possible to take the actual 
earnings for a certain number of months, use those figures by all 
means. That is all there is to that. 

The next item: 

That the provision allowing deductions for contributions and gifts to charitable 
organizations, etc., allowed to individuals be extended to include corporations. 

Now, we have aU had that question up as to whether corporations 
can make charity contributions or not. in New York we secured the 
law permitting such corporations to make contributions to charities. 
Whether or not it is constitutional we are not quite sure. They are 
going ahead. Take those Red Cross dividends which were distribu- 
ted a year ago. Only 17 or 18 per cent of them actually reached the 
Red Cross. The corporations are now making payments to the Red 
Cbross and we feel that that form of endeavor should be encouraged, 
and certainly corporations should be entitled to deduct contribu- 
tions in the same manner individuals are entitled to. 

Mr. HLawley. What was that about contributions not reaching the 
Red Cross ? 



1072 BEVENUE BILL. 

Mr. Garrett. A large number of corporations in July declared 1 
per cent dividends which were entitled, ''Red Cross dividends/' 
which it was intended that the beneficiaries or the stockholders should 
turn over and indorse to the Red Cross. About 17 per cent of those 
dividends actually were received by the Red Cross. 

Mr. Hawley. The dividends received by the stockholders ? 

Mr. Garrett. The dividends received by the stockholders. Under 
that set of circumstances, the corporations in New York secured 
special legislation authorizing them to make these payments and the 
corporations went ahead and actually paid the dividends, probably 
witnout any authority of law authorizing them to do it, but tney took 
a chance and did it. We should be encouraged in that by having the 
deduction allowed. 

That collectors be given authority to grant reasonable extensions of time for filing 
returns in meritorious cases. 

We now know all the difficulty which occurred with respect to 
that. There are always cases coming up where there is a reason 
why an extension of time should be granted. Now the collector can 
only grant the 30-day extension, and then you have to come down 
here to Washington to get another extension, and it is a very small 
matter of discretion to allow the collector to make allowances for an 
adjournment. 

Section 207, subdivision A, should be amended in such manner as to allow a fair 
method of valuing good will, i>atent rights, copyrights, etc., in cases where there have 
been no transfers thereof. It is suggeited that such amendment should take the form 
of permitting the corporation a return on the amount of these items which have been 
carried as the value thereof on its books, provided such good will and other intangible 
items have, together with the tangible assets, during a period of three years, earned 
a return to the corporation at least equal to 8 per cent. 

The is no question more difficult to ascertain than the value of 
good will, which is intangible-. Here we have endeavored to state 
the New York net earnings rule, and I think the old Wisconsin rule 
as to the value of intangible things on the basis of returns. In the 
various tax laws which you have adopted 8 per cent is mentioned for 
various purposes, and if the corporation has set up these intangible 
items, or if the business has set up these intangible items, it is pro- 
posed to allow good will to be capitalized, if the value stated has been 
sustained by the actual earnings of the corporation during three 
years — or a fair period — that should be accepted as an item on which 
they are entitled to a return. In other words, if they are going to 
sell the business they are going to get something for the good will. 
It is property jugt the same as their house, and every httle piece of 
machmery is property. The only difficulty with good wiU is that 
vou can juffgle with it, and I think you can provide against juggling 
oy estabiismng a rule that it must have been set up on the books 
and to have been supported by the actual earnings of the company. 

Mr. LoNGwoRTH. Suppose you had a corporation of $100,000 cash 
capital paid in, and you had certain trade-marks, good will, etc., 
and had an income which you could show of $8,000; then you would 
have a capital of $200,000 instead of $100,000. 

Mr. Garrett. No, I don't think so. You would have $100,000 as 
the total capitalization. 

Mr. LoNGwoRTH. I am speaking now of $100,000 in cash. 

Mr. Garrett. Of cash? 
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Mr. LoNGwoRTH. And in addition to that you have certain trade- 
marks or copyrights which bring in $8,000. 

Mr. Garrett. What are the total earnings of the corporation? 

Mr. LoNGWORTH. $16,000, but all that you show for $8,000 is due 
to trade-marks, etc. You capitalize that mto $100,000. 

Mr. Garrett. Exactly. 

Mr. LoNGwoRTH. That is what I mean. 

Mr. Garrett. My idea was not to allow them to do that, because 
they would expect the Government to lose. What I think should be 
done should be to take their own figin:es of what they carry for good 
will, but only take those figures if they sustain the income of $8,000, 
$8,000 on $100,000. 

Mr. LoNGWORTH. Suppose you said that the good will was worth 
$150,000, but it was shown that they only received $8,000 therefor. 
The Government would say that it was only worth $100,000, and 
you might add $100,000. 

Mr. Garrett. That is exactly my idea. 

Mr. Green. But it seems to me it would be very difficult to get at 
the true value of good will. You would have to know more than 
the income of the Dusiness to know what came from income. You 
have necessary expenses, and you have other assets. A firm that 
has been doing business quite a while in the line of clothing, we will 
say, has built quite a successful trade, a large portion of that, or some 
portion of that at least is due to the good will of the concern. How 
are we to determine how much ? 

Mr. Garrett. I would say this, if that concern is a businesslike, 
well-managed concern that has been in business for years, it would 
have set up on its books good will, trade-mark, or whatever it is, 
$10,000; set that up on its books. The value of its machinery brings 
its total up to $150,000, we will say. Now, it would be entitled to 
that $10,000 as an investment, provided that the total shown, to-wit 
$150,000, had earned 8 per cent. 

Mr. Green. It seems to me that that system would very soon 
make the Government short on taxes. 

Mr. Garrett. No; I think it would help the Government on the 
taxes. 

Mr. Green. I understand, according to your system of figuring, 
you would have the entire capital of tne concern only paying 8 per 
cent, assuming, of course, that they would put in those trade-marks 
and good will at a high enough figure. 

Mr. Garrett. Well, we think they ought to be entitled to around 
8 per cent, because that is the figure tnat has been taken as the 
allowance imder the excess-profits tax. We figure 8 per cent would 
be the proper figure, allowmg for investment. Und!er the present 
law, as it works out, we are placing a premium upon reorgamzation, 
because you now levy 8 per cent just the same if there has been a sale 
of the business. If there has been a sale of the business and a pui - 
chase of the business, and something has been paid for that good w iil, 
you allow it only in the case of a sale of the ousiness to pui in good 
will at any value. 

Mr. Green. That is true; but I am speaking about your method 
of getting at this value. We will say that the corpora.ion has 
$100,000 actual paid in cash, and owns and has also good will; and 
you were speaking now of trade-marks; thjey have a certain amount 
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of good will. It makes $20,000 in the course of the year. Now, how 
are you going to apportion that between good will and actual capital, 
supposing they claim their good will is worth $150,000 or $100,000? 

MT, Garrett. My idea is, if you will read mj statement I think I 
said, ^' a return on the amoimt of those items which have been carried 
as the value thereof on its books, provided such good wiU and other 
intangible items have, together with intangible assets, during a period 
of three years, earned a return to the corporation at least equal to 8 
per cent." 

Mr. Green. I put my figures of profits too large to figure out the 
case I wanted to make. I would put it at $12,000. Suppose their 
good will as $150,000, the Government would not get any tax at all. 

Mr. Garrett. Pardon me; it would get more. 

Mr. Sterling. It wouldn't get any tax on that. The 8 per cent 
return on the capital and on the good will would absorb the whole 
thing. 

Mr. Garrett. No; I mean that they should be allowed a return 
upon that $12,000. If that $12,000, plus the $100,090 elsewhere 
which they have — cash, real estate, and machinery — if those two 
items together had produced 8 per cent per year for the last three 
years, only in that case can good will be included. 

Mr. Green. Suppose they put it $50,000 instead of $12,000. 
Then couldn't they say, ^'Here is 8 per cent on the real estate and 
cash and 8 per cent on the $50,000 good will" ? 

Mr. Garrett. No. 

The Chairman. Let me see if I understand you. You and Judge 
Green are going into a corporation that has $100,000, cold cash, 
tangible assets, and that corporation makes 40 per cent the first 
year and 40 per cent on that $100,000 the next year. Now, then, 
that shows if you have got the capital, you are making 8 per cent on 
$500,000 of capital, aren't you ? You are making an amount equal 
to" 8 per cent on $500,000 capital. Your proposition is that you 
should have a deduction of 8 per cent on that $500,000. You go 
one step further and you say that you must know that you tax his 
good will. Now, we have made for three years 40 per cent on $100,- 
000, which is equivalent to 8 per cent on $500,000. Then, for the 
three years we will put down $400,000 good will. You will have 
$500,000. Now, do you stop right there? 

Mr. Garrett. I can't see if you have once written down that 
$400,000 

The Chairman (interposing). Now, when you make that same 
$40,000 the fourth year, for the first time you write it down as $400,000 
of good will, and the next $40,000, which is 8 per cent, then your 
company carries it on your books, and the company should be allowed 
to have a deduction of $100,000 tangible assets, and $400,000 in- 
tangible assets, because they have had • that experience for three 
years. Just tell me how many companies with an 8 per cent on their 
capitaUzation, but making 40 per cent on their actual capital, could 
you collect a penny from, because while you are making 8 per cent 
under the law you are making 40 per cent on the actual capital. 
But to let them have a capital of $500,000, the law is going to give 
him 8 per cent, so you have really a $40,000 deduction. Where is 
your excess over deduction ? 

Mr. Garrett. I don't think there would be any excess. 
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The Chairman. This corporation would not pay any tax at all 
with $400,000 out of $500,000 of its capital pure water. The only 
objection that I have to that provision is that jou allow even that 
20 per cent for this good will for corporations m which this 20 per 
cent was paid in prior to March 1, 1917. I understand that advisory 
boards have had difficulty over allowing that 20 per cent to go in as 
part of the capital. 

Mr. Sterling. The result of your proposition would be this, that 
every concern that made more than 8 per cent on the capital in- 
vested would claim that the rest was made on good will. 

The Chairman. We all worked your proposition out so that the 
Government would not get a penny. 

Mr. Garrett. Under the present law the Government would not 

fet a cent if I was managing that corporation. I will tell you what 
would do. 

The Chairman. If you will show how under the present law com- 
panies like this would not pay a cent, I will tell you you would get 
enough fees from companies throughout the country to pay these 
excess profits taxes for them. 

Mr. Garrett. Under the law as it now stands the corporation 
would, reorganize. If you can find a bonanza that would pay 40 per 
cent upon you cash capital that you put in for a period of three 
years you have got a bonanza. 

The Chairman. Some corporations have paid over 250 per cent. 
How are you organized to get anything in imder the present law? 
We thought we had prevented reorganization. That is the thing we 
gave much attention to, to prevent these fellows from reorganizing 
and escaping taxation. How can it be done ? We want to do some- 
thing to prevent that. 

Mr. Garrett. I would Uke to say 

The Chairman (interposing). The truth about that provision — ^you 
have read that provision of the act about reorganization ? 

Mr. Garrett. The present bill, I have not seen that provision. 

The Chairman. The present law. 

Mr. Garrett. Under the present law, if the company is reorganized 
and actual money is paid for that good will, the reoi^anized company 
would be entitled to a return on tnat investment oi what it paid for 
the good will. 

The Chairman. No • my friend^ou were never more mistaken in 
your life. We hedged that in. We have prevented that. I will tell 

Sou what you couH do. Take R. J. Reynolds Tobacco Co. They 
ave got a cigarette, the Camel brand. They have developed that 
by advertising and by accommodating salesmen and good manage- 
ment, the way they nave conducted their business. Now, if they 
were to sell their business to the American Tobacco Co., the Camel 
cigarette brand, and the American Tobacco Co. had paid them 
$20,000,000 for it, the American Tobacco Co. could make a deduction 
for $20,000,000, because they had paid out this $20,000,000 in cash 
as part of the investment to the R. J. Reynolds Tobacco Co. and would 
not have to put that in because they have paid it out in cash. It is 
an investment and is just as much an expense of the cigarette as 
expenses for their traveUng salesmen, for their advertising and other 
operating expenses. The American Tobacco Co. would have the 
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right to take $20,000,000 to their good will account for the purpose 
of deduction. 

Mr. Garrett. Every organization contemplates that you are going 
to have a new purchaser. 

The Chairman. But you read that provision and see how you 
would advise a reorganization to escape it. 

Mr. Garrett. That is not my business, to advise corporations how 
to escape taxation. 

The Chairman. You have made some very valuable suggestions 
and the committee will take them into careful consideration, and 
I would Uke to have you think about it to-night when vou get home, 
and write the chairman of the committee how you think corporations 
can reorganize and escape this good-will proposition. I mean to put 
in this good-will proposition as a part of their capital. 

Mr. Orr. I will tell you. 

The Chairman. Can you do it ? 

Mr. Green. Just before he goes on. As I understand, Mr. Garrett, 
you are not interested in any corporation that would have any 
interest in this provision ? 

Mr. Garrett. Not a single provision which I have stated. We are 
absolutely neutral on all of them. I have stated that trust com- 
panies are interested in these provisions because I think perhaps the 
greatest burden falls on them m making returns and reports. 

Mr. Green. And so far as you are concerned, in anv institution 
which you represent it won't make a penny's diiference f 

Mr. Garrett. No ; we are a friend of the court, of Congress. 
. The Chairman. We have thought about it, but if you and this 
^oung gentleman will consider the question and tell us how a corpora- 
tion can reorganize to escape this good-will proposition you will do 
us a great favor, and if you will show the American Tobacco Co. how 
to reorganize, so that they can put in this good will with respect to the 
Camel brand and save $20,000,000, they woj^ld be glad to Know it. 

STATEMENT OF ME. W. OER, ATTOENEY, NEW YOEK CITY. 

Mr. Orr. As I understand it, if they give stocks for good will you 
can not include that stock if it happens after March 1, 1917. Stock- 
holders can ffo out and borrow money and get a check and buy stock 
for cash, and then they can pay for the stock and sell it back to the 
company and just work it out in a roundabout transaction. 

The Chairman. You think that is a bona fide sale and transaction ? 
You are a lawyer, aren't you ? 

Mr. Orr. Yes. 

The Chairman. Don^t you think the courts would take into con- 
sideration the construction of the laws whether that was a bona fide 
transaction or not. Now, your proposition would be just as easy as 
anything in the world. Do you think tKat the legislature, the senate 
and the nouse and the various committees, the mance committee of 
the senate and of the house, would not have thought of that when 
they wrote the law ? 

Mr. Orr. That is the bald statement. It can have a great deal 
more camouflage. 

The Chairman. You can't do it that way, because it would not be a 
bona fide sale. In the next place, if 50 per cent of the stockholders 
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m the reorganized eompany, if the old stockholders owned 50 per 
t^nt of the stock, that would not be bona fide and they could not do 
i4. In the case you put they could not do it. 

Mr. Orb. If they paid casn t 

The CifATitifAN. If they paid cash, 50 per cent of the old fellows, 
snto the new organization, it would not count. 

Ifr. Osa. Why can't the old company buy out the new one. Tliat 
]»aU aold out. 

TJy CffATRMAN. The same stockholders ? You did not notice that 

K^visiQn, young man, jou have been too busy. That is the veiy 
t thougnt that we tried to guard against. 

Mr. Okr. It is not a question of wl^ther it is bona fide. 

The CShairhan. But the law says it is. Would your transaction 
be a bona fide transaction ? 

Mr. OsB. Not those exact facts, but you can get them so near 
looking bona fide that it would be hard to tell. 

The C^AiBiftAN. You will have to think of this thin^ some more. 
Thut auggeation does not relieve the Government. I wish you would 
tllilik about it, because I am sure there are some loopholes. 

Mr. Obk. No cash transactions should be considered bona fide 
mde^ you got all new stockholders 1 

The Chairman. If you got a majority of the old fellows, it doean't 
naatter what they thought it was. 

Mr. Orb. Couldn't it happen this way? Why couldn't you sell 
i^rp^ration A to corporation B and have, m effect, a new corporation t 

The Chairman. That wouldn't do. Here is tnis Woolworth con- 
adrn which has about $60,000,000 of good will and $30,000,000 of real 
assets. That good will is worth it. They would have thought of 
your solution in 24 hours after it was passed. They have one of the 
dnnewdoat lawyers I have known in that concern. This company, 
R. J. Reynolds Co., would reorganize if they thought your suggestion 
was good; they would reorganize to-morrow night as soon as tJiey 
heard of it. Tliey are paying about $1,000,000 taxes a year. I wish 
yon wcmld really think about that, you and Mr. Garrett, because if 
there is a loophole we want to stop it. It is a serious matter. 

Had you finished your remarks, Mr. Garrett ? 

Mr. Garrett. Yes. 

Mr. Orr. In connection with those losses which are deductable by 
an individual if incurred in his trade or business, they are also allowed 
to individuals to be deducted from the profits made outside of trade 
or business, and we propose to ask that all deductions shall be allowed. 
They can be engagred in the real estate business and go out and buy 
stock and deduct the losses. 

This Chairman. In other words, if a man gambles on the stock 
exchange — ^I do not mean that in the offensive sense — and he loses 
money, he can deduct the loss, while if the merchant in my town 

Kta $50,000 into it and loses every cent before night, he can not 
iuct it from his business; and if he had an income of $25,000 in 
his mercantile business and has lost $50,000 on the side in this one 
day's transaction, he has got to pay his full income tax on that T 

There is sometitung in wnat you say. I have often thought about 
thai. 'Riere is something in that. 
Mr. Orr. If a corporation can do it, why can not an individuaH 
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The Chaibman. It looks like there is something in it. 

Mr. Orr. Then, there is one other question, that is that one about 
taking interest when it exceeds, for instance, the capital stock plus 
one-half of your indebtedness. One of the gentlemen made the re- 
mark that you would reduce your invested capital by permitting you 
to take that interest, because jrou would not then be allowed to put 
that part that was not deductible in y;our invested capital, and ll^ 
taxpayers might not like that, becaiise it would reduce your invested 
capitsd; but in being permitted to deduct that interest you are work- 
ing a deduction of your net income, and it is a great deal better to 
reduce that net income than to reduce your invested capital, because 
your invested capital only works on a proportion of that net income, 
whereas in the net income there is just that much saving in principal. 
This is an income tax law. It is supposed to tax net income. There- 
fore we ought to be permitted to aeduct our expenses or «lse we are 
not taxing net income. ' 

. We are not now permitted to deduct our income taxes, and per- 
haps that is all right; but why we can not deduct all our interest in 
arriving at the amount we pay is a thing I can not understand. The 
way it is now I suppose it is aimed at companies going out and bor- 
rowing large amounts of money and eating up all their profits by 
having interest deducted. But there are a great manv companies 
that it works hardship on, because they cannot deduct all their inter- 
est, and they are paying excess-profits taxes on a large amount of 
money that is not real income. That is the reason we have that ninth 
su^estion there. That is all I have to sav. 

The CiiAiRMAN. All right, Mr. Orr. Mr. Chandler wants to be 
heard for a few moments. 

STATEMElf T OF HOH . THOMAS A. CHAH DLEE, A BEPBESEirT- 
ATIVE IS con GBESS FEOM THE STATE OF OKLAHOMA. 

Mr. Chandler. Gentlemen, I appear before you, not to ask you 
to reduce any taxes, but, on the contrary, to increase them on cer- 
tain commodities, and in this connection I wish to call your atten- 
tion to the bill I introduced a short time ago, which was referred to 
your committee (H. R. 11516), which I ask you to consider. 

The Chairman. Very well. Append it to your remarks. 

(The bill referred to is here printed in the record, as follows: 

[H. R. 11516, Sixty-fifth Conj^ss, second session.] 

A BILL To Inorease t^e revenue and to ^evy a dutv upon imports from forel^ countries of lead and 

zinc ore and manufactured products containing lead or sine. 

• 

Be it enacted by the Senate and House of Representatives of the United States of America 
in Congress assembled^ That hereafter there shall be levied, collected, and paid upon 
articles hereinafter mentioned, imported from foreign countries, the rates of duty 
which are herein respectively prescribed, namely: 

Lead ore and lead dross, 2 cents per pound: Provided, That silver ore and all other 
ores containing lead shall pay a duty of 2 cents per pound on the lead contained therein, 
according to sample and assay at the port of entry. , 

Lead ib pigs and bars, molten and old refuse lead run into blocks and bars, and old 
scrap lead fit only to be reraanufactured. 2J cents per pound. 

Lead in i^eets, pipes, shot, glaziers* lead, and lead wire, 3 cents per pound. 

Zinc ore or zinc in blocks or pigs, or zinc old and worn out, fit only to be remanu- 
factured, 2 cents per pound. 

Zinc in sheets, 3 cents per pound. 
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Manufactures, articles, or wares composed wholly or in part of lead or zinc, whether 
partly or wholly manufactured, fifty per centum ad valorem. 
. Sec. 2. That on all products of lead and zinc, or either of them, or products contain- 
ipg lead and zinc, of either of them, there shall be levied, collected, and paid, in addi- 
tion to the tax now imposed by law, thirty per centum ad valorem. 

SEfc. 3. That all laws and parts of laws inconsistent with this act are hereby repealed. 

Mr. Chandleb. I want to ask you gentlemen to embody as much 
of that as possible, or all of it, ii you think proper, in your bill to 
increase the revenue. 

Mr. Dixon. What is it? 

iir. Chandler. I was just goin^ to tell you. This bill provides 
for an import duty on lead and zinc, on lead and zinc ore, and on 
lead and zinc products, and I especially want to call your attention 
to the lead and zinc ore provision in it. Now, I am not asking this 
as a revision of the tarifif, but purely as a revenue measure. 

The Chairman. As I understand it, you have a bill there to put 
a tax on lead and zinc ? 

Mr. Chandler. On lead and zinc, lead and zinc products, and lead 
and zinc ore; yes. 

The CHAiRBiAN. You are doing this for revenue purposes ? 

Mr. Chandler. Yf s. 

The Chairman. You could not get much revenue fromlead and 
zinc when there is an embargo on their importation, could you ? 

Mr. Chandler. That is the very point I wish to take up witt you. 
The embargo on lead and zinc ore only applies to Mexican lead and 
zinc ore. In addition to that there is about 1,000 tons per month 
coining from Canada, and about 1,000 tons per month coming, from 
Australia, South America, and Spain. 

Mr. Sterling. There is no embargo upon that? 

Mr. Chandler. No, sir; there is no embargo upon that. And this 
embargo you speak of was placed only a short time a^o. The fact, is 
there, has been very little importation for the last eight months on 
account of the shortage of transportation facilities. What wp fear 
is that as soon as transportation facilities improve there will be a big 
influx of Mexican ore into this country. This embargo was only 
placed, there upon the earn<^st soUcitation of the lead and zinc pro- 
ducers of the &)uthwe8t. When I say the Southwest I mean north- 
east Oklahoma, southeast Kansas, southwest Missouri, and northeast 
Arkansas. This ore, up until the time when the transportation 
facilities became so bad, was flooding the market, and the average 
importation price was $19 per ton. It was said that our mines in the 
Southwest could not compete with that. 

Mi". LoNGWORTH. What was that price? 

Mr. Chandler. $i9. 

Mr. LoNGWORTH. $19 a ton? 

Mr. Chandler. Yes. 

Mr. LoNGWORTH . Was that for what they call their regular 60 per 
cent ore? 

Mr. Chandler. The average of all ores that have been imported. 
I. do not know anything about ore terms. I am not in the mining 
business. 

Mr. LoNGWORTH. As I understand it, the ore is sold in this country 
on a 60 per cent basis. 

Mr. Chandler. That is what I tmderstand, too. 

Mr. LoNGWOBTH. And that would bring it to about $45, now ? ' 
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Mr. Chandler. Yes; 9.bout $45, but the average price for the la»t 
two yean aad a half, when they imported something like 700,000 oe 
800,000 tons from these comitries that I have mentioned, the averagt 
price ^t the port of entry was $19, and the Government coHootod 
|l.90- duty upon the importation of those ores. Now, what I wanr 
you gttitlemen to do is to place such a tariff, such an import duty 
Upon ores that are coming into, this country that you will get ai 
revenue. If the miners that I have mentioned in the Southwest 

eroduce it, you will get a revenue from the excess-profits tax and the 
teome tax, and if they do not produce it and it comes in from Mexico. 
tre will get it from them. 

Mr. SIBLING. That $26 per ton tariff equalizes 

Mr. Cbandleb. I provide in this bill $40. 

Mr. LoNGWORTH. On ore t 

Mr. Chandler. Yes. 

Mr. LoNGwoRTH. And the zinc on the same basis f 

Mr. Chandler. The same on zinc ? 

Mr. LoNGWORTH. Yes. 

Mr. Chandler. It ranges frcnn 2 cents a potind up U> about 4 
cents^ I think. 

Mr. (htBEN. Is that on the ore or on spelter f 

Mr. Chani».br. No ; on the mtmuf actured product. 

Mr. Green. It is now selling at about 8 cents a pound f 

Mr. Chandleb. I do not know what the market is. 

Mr. Dickinson. That is not sufficient to create an embargo^ is itt 

Mr. Chandler. The bill I propose will practically mean an em- 
bargo. It will not altogether mean an embargo, but it praotically 

will. 

Mr. Dickinson. It will be substantially an embai^ % 

Mr. Chandler. Yes; but if ore does get $o high that th^ brii^ 
fliis ere in from Mexico, we will get the revenue from thosQ men. 

Mr. Dickinson. Yes. 

Mr. Chandler. And if it is embargoed none of it wiU come is. 
. Mr. Dickinson. And there will be no revenue ? 

Mr. CANDLER. If the embargo operates, nothii^ will come in $md 
you wiB get the revenue from the lead and zinc mmers of the soutiiK 
wei9t in the shape of income tax and excess*profits tax. 

Mr. Dickinson. In other words, in so far as that secticm i» eon- 
eistned, you and I are very much interested, and the embargo aoeom- 
pBlshes everything you want, anyhow, does it not f 

Mr. Chandler. Yes; but this embargo on Mexican ore may be 
taken off when transportation facilities improve. 

Mr. Dickinson. It may be only temporary. 

Mr. Chandler. Yes; the fact is we were told it was only temporary 
when it was placed there, and we tried to get an embaigo oi^ Cana- 
dian ore and they said at the time they would not place an embargo 
upon Canadian ore. 

Mr. Dickinson. I am very much interested in this too. 

Mr. C&ANDLER. My idea is, as the old gambler says, to **play both 
ends against the middle," and we will get revenue from it either 
way; and if these cheap miners down in Mexico mine their ore smd 
send it up here, make them pay for it. They are not paying any 
tax69 in fliis country that I know of, and they are not buying «iy 
Liberty bonds or contributing anything to the Red Cross or to- the 
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Y. li. C. A., or any of these other charitable associations; but on 
the other hand they are a thorn in our sides, and force us to kei^ 
thousands of men in arms on their border. 

Mr. Dickinson. I am inclined to think that this would be a.verjr 
unattractive bill to many of them. 

Mr. Chandler. I think so myself. And I hope you will place 
sucbr a tax on them that their ore eiUier will not come in or if it does 
•they will pay very dearly for the prvilege of sending it here. I thii^k 
th«fct is au I have to say. Mr. Scott Thompson, who is here, can 
give you figures upon Mexican importations of ore for about two 
and a half years, of zinc ore. I have not the figures on lead and 
2inc, but I simply wish to call the attention of you gentlemen to the 
))ill and ask you to embody as much of it as you possibly can, purely 
as a revenue measure, not as a revision of the tariff or anything ot 
that kind. 

The Chaibman. We will give it very careful consideration. Wt 
are glad you have come before us. 

Mi*. ChandltEb. Thank you. 

STATEMElfT OV MS. JOSEPH BTEVE, SEPSBSEHTIVO THS 
BABBEB SVPPLT DEAIEBS ASSOGIATIOIT OF AHEBICA> 

Mr. Btbne. We have a few things that we want to briqg to your 
attention, and the president of the association, being sick, sent me. 
Some members who should have come were so far away that Ihey 
cotild not do it. 

llie last revenue measure that was enacted worked severe hard- 
ship upon our oi^anization and upon our business, because yom 
classed us with perfumers, with people who sell goods in smail 
packages at long profits. Our business is just the opposite. Wd 9«]) 
goods in bid packages in bulk. 

We have here a few samples of ^oods that are maiiuf actured by 
our members, that will show what tne packages are worth, and w^t 
they sdU at to the barber. The barber supply industry consists of 
about SCO dealers scattered in all parts of the United States. They 
da ^ volume of business of about $25,000,000. It is equaUy divided 
bBtween goods that they manufacture and goods that they buy ai^4 
job. Wmkt we are interested in now is goods that we manufacture. 
Tlie last revenue measure, as 1 said^ included our industry with the 
perfume industry, and it nas worked great hardship on us. I« per- 
sonall^r, am editor of the Barber^s Journal, and I have business dealr 
ingd with barber supply dealers all over the United States, and \sA 
January I noticed that some of our best people in the advertising 
line were slowing down in their {>ayments, and I made inquiries among 
factories and others who were interested in them, and I found that 
this was one reason that was hurting them. 

Now, here is a package of cream that contains a pound — IB ounees. 
That sells to the barber at 60 cents [indicating jar of ''Greadeless 
Cream.'T When you folks figured pn us, you had this in mind [indi- 
cating another jar]. This is a 5-ounce jar, and sells to the retail 
consumer over the counter at 50 cents. There is a big difference. 
Tbe^same applies on talcum powder. 

The Chaibmak. What is this last you have there t 
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Mr, Byrne. This is a face cream. In our supply business we have 
four lines of preparations, hair tonic, toilet water, cream, and powder. 
Our hair tome amounts to 1,000,000 gallons a year. These are legiti- 
mate articles that are not sold as hair growers as a good many people 
think. [Laughter.] 

The Chairman. Continue. 

Mr. Byrne. They are sold, Mr. Chairman and gentlemen of the 
committee, in gallons — ^bottles of hair tonic — and they contain, of 
alcohol, from 20 to 60 per cent. They are not designed to stop the 
hair from falling out, but they are designed as preventatives oi skin 
diseases and scalp diseases, and as far as hair tonic is concerned it 
ainounts to about a million gallons a year, and it contains from 20 to 
'60 per cent, as I say, of the very beat grain alcohol, from which th^ 
Government derives an income. 

Now, as to toilet waters, they are just as necessary for use in the 
barber shop as powder is. I will tell you why. If they are not 
used when you shave a man's face you open up every pore, and 
unless an antiseptic of some kind is used you will just throw the 
whole business open to diseases that can be carried easier in a barber 
shop, possibly, tnan in any other place in the country. 

Now, creams are of course used for finishing, and the sale of creams 
amounts to about $1,000,000 a year as compared to figures that have 
been given here by other manufacturers of $50,000,000 to $100,000,000 
worth of goods tnat are sold over the retail dru^ counter. 

Tfhe Chairman. What did you say the manufacturer sold that for 
and the merchant sold that for ? 

Mr. Byrne. We are figuring only on the consumer. The barber 
is a consumer and Mrs. Byrne is a consumer. 

The Chairman. What price did you say the manufacturer sold 
that you have your hand on, for ? 

Mr. Byrne. This retails to the consumer at 50 cents. 

The Chairman. What does the manufacturer get for it ? 

MDr, Byrne. The manufacturer gets on this about $2 to $2.50 a 
dozen, depending on the case, and this sells to the barber [indicating 
a^iother jar] at 60 cents. .» . 

i Mr. Dickinson. TJiere is 16 ounces in the large jar arid 5 ounces 
in the other ? 

Mr, Byrne. Yes. Under the old law this was taxed just as inuch 
as this [indicating]. Now, these two creams can be the same; they 
can be identical; the only difference in the different goods may b© 
ipt the odor or the color, or some little thing not amounting to over 
15 or 20 per cent. 

Mr. Dickinson. It is the same kind of goods? 

Mr. Byrne. Substantially so. Some creams are made of grease 
and some of other materials. 

The Chairman. What is your tax on that ? 

Mr. Byrne. Two per cent. 

The Chairman. That is the manufacturer's price ? 
' Mr. Byrne. Yes. • 

Mr. Dickinson. There are three times as much in one of those as 
in the other, and you sell that for 60 cents, and you sell the other, 
5 ounces, at 50 cents ? 

Mr. Byrne. This sells at 50 cents and this at 60 cents [indicating 
jars]. 
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The point we want to draw a little later on is this, that these two 
articles should be taxed differently. We want to ask the committee 
to draw a line on creams that are sold in pounds or larger, and on 
hair tonics in quarts and larger, because tne barber has a limit on 
what he can pay for his sxmdries and supplies. 

Mr. Sterling. You want the tax on that to be more [indicating] ? 

Mr. Bybne. Yes; how that is the same. 

Mr. Sterling. Would this tax put some manufacturers out of 
business t 

Mi*. Byrne. The smaller people. Now, we are all small people, in 
fact. There are 500 of us doing about $25,000,000 worth of business. 
This has put the trade in general on a very poor financial basis. 
Some people who a year or two years ago used to take a 2 per cent 
discount and pay in 30 days have slowed up, and do not pay now in 
four or fi\ e or six months. 

Mr. Sterling. How much should we add to thai tax ? 

Mr. Btrne. They could not add a cent. Competition is such 
that 

The Chairman. That is what you desire, to put a specific tax on it ? 

Mr. Byrne. What is that ? 

The Chairman. It is your desire now to separate the tax and put 
a specific tax on one thing and another on another thing, so that you 
can transfer it — ^ — 

'Mri Byrne. We believe the things that are sold in the retail drug 
stores of the United States can carry a tax, and we can not on the 
big stuff. On the bulk stuff we can not. We have an average general 

firofit in our line of about 35 per cent; that is; taking the entire line 
rom start to finish. It costs us from 23 to 33 per cent to carry on 
our business. Tiiat is the position we are in. 

Now, on talcum powder they go a little further. 

The Chairman. You had better have the tax increased and have 
the package large enough so that you would be justified on your 
powders in increasing the price and adding it to the consumer. 

>Mr. Byrne. If you increase it, you will drive the little fellows, who 
are toppling back and fortii now, who are in a bad way, altogether 
out of business. 

The Chairman. It would not cost them anything, because that 
would be added to the consumer. 

Mr. Byrne. They can not do it. In our industry it is impossible 
to raise the prices. Prices are established at 50, 60, and 75 cents. 

The Chairman. The cigar men told us that, and they went up to 
6 and 11 and 12 cents. 

The moving-picture people told us that, too. They said that the 
people had gotten in tne nabit for years of going to shows and of 
paying admission to moving pictures of 5, 10, 15, 20, and 25 cents, 
and they never could get them to pay 11 cents instead of 10 cents, 
counting 1 cent for the war tax. It turns out that they keep right 
on going. 

Mr. Green. The automobile men told us that they could not add 
anything: to their prices, either. 

The Chairman. We want you to transfer it to the consumer. We 
want him and not you to bear it. You are paying the excess-profits 
tax and income tax. We want it so arranged that you can transfer 
that tax to the consumer, because those are things that the consumer 
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ought to pay. If I liked to use a hair tonio, I would feel like I ought 
to pay tlutt 2 or 3 or 5 or even 10 per cent, you know, but the manti^ 
facturer ought not to lose it. If I want to powder my facd or my 
nose, I think I ought to pay for that. It is a luxury; a nnnnniflifcry 
luxury, you might say. 

Mr. Btbne. But these are given away, and not sold. 

Mr. Hawlet. Let the barbers charge enough so that they could 
afford to bear it. 

Mr. Byrne. We could not raise the price enough to cover the 00»i» 
We have tried to do it and failed. There is a limit in doing business 
in the barber industry, so far as we are concerned. Now, take tbd 
moving-picture business. In going into the movies in New York 
City we notice that the tax is three cents, and a good many of th« 
theaters have been in shape all over the country so that they could ab^ 
sorb those taxes, but we can not. 

The Chairman. We want to fix you so that you will not los« the 
amoimt of that tax, but the consumer will pay it. We want to fix it 
so that you can transfer the tax to the consiuner by increasing thd 
cost of the article to the consumer. You are a manufacturer, say^ 
and you sell to the wholesaler 

Mr. Byrne. No; no, sir. 

The Chairman (continuing). And the wholesale sells to the retailer 
and he will add the tax, ana a little profit will be added all al^ig tb^ 
line, and this retailer will sell to the consiuner for that much more. 
Whv can you not do that 1 

Mr. Byrne. We can not, because we are manufactupei^ selling t/^ 
the consiuner. 

Mr. Orben. You sell direct to the barbers I 

Mr. Byrne. Direct to the barbers. A little supply man will haV9, 
maybe, one or two men on the road. Take Des Moines, Iowa. Wa 
will hive three men on the road, and th^y will go from town to town 
and take ordera. Thi» man will pick up a S5 order here and 4 "SiO 
order there, a $15 order a little farther on, and a S20 order oveor \kw^ 
and they prepay the freight on their goods. They buy the raw mafce^ 
rials and oring them to their city and put them up, and theypa^ 
their traveling men and prepav the freight on the goods to the barmr^ 
and that is the way they make up their business. They are manu- 
facturers; that is the whole story. 

Mr. Sterling. Do you mean to say that the barbers would not 
buy these thin^ ? They have to have them, do they not i 

Mr. Byrne. The barbers do not have to have them. When you 
raise the rate on alcohol, the barber just cuts his use of alcohol in hialf. 

Mr. Sterling. They have got to have something to put on the 
faces of their customers. They could charge a little bit mora for 
powder, or could put a little less witch-hazel on a fdlow's face, or 
else chaise a little bit more for shaving. 

Mr. Byrne. I would like to have them come in here and talk to you. 

The Chairman. Can they not increase their charge ? 

Mr. Byrne. Every time they do that they send a man into the 
hardware store to buy a safety razor. 

The Chairman. We are willing to help you out any way we dan and 
make the other fellow pay it. 

Mr. Byrne. I do not see how you could do it. It has been sug« 
^rested here that you put a gross sales tax on. That would haye 
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been the finest thing in the world for us. We could have furnished 
aa aflSdayil erery day in the month, and it would have been just 
what we wanted. 

Mr* Stxrunq. How about a fair amount of revienue tax ? 

Xir. Btbne. In our indiustry you would probably have gotten 
more money, and much easier, because we kuow what we do each 
month, and we could come up and make a little affidavit to the effect 
of what we did. 

Mr. Stebld^g. You do not have 5 per cent on your gross sales) 

Mr. Bybne. Our average profit is 35 per cent, and our cost from 
26 to 33, to do business. 

Mr. HkwLEY. Your gross profits ? 

Mr. Bybne. Yes; gross profits. We have here agentleman frdm 
Atlanta who happens to oe in this section, Mr. Wilson, from the 
Atlanta Barbers^ Supply Co., and he says that if we csn make 5 per 
cent on out gross sates a year we will declare some dividend. They 
can not do it. and it is not on the cards, and if you folks will just say^ 
''We know tnat toilet waters wiU stand a bigger tax than your goods 
because you sell in bulk," and so on all eoods above 5-ounce pack- 
ages of cream and 3-ounce packages of takum powder, and so on for 
so&pa dl down the list, say that above that the tax is so much and 
below that so much 

Mr. Hawlby. Why do you fix on the limit of 3 ounces ? I thought 
you sphl yours in pounds. 

Mr. Bybne. We^, take the limit on creams. This is a retail drag 
package [indicating]. A retail drug man can not and will not 6eu 
a package of that size, because if a woinan buys it, it will go bad on 
h^ hanoa before she uses it up. 

Here is talcum powder. Would you go into a dru^ store and bur 
that much talcum powder for 15 cents [indicating] large package^ 
This 8^ at 15 cents [indicating smaller package], xou do not 
have to worry about not taxing these goods because you are going t0 
affect this {indicating], because you wm not affect it. 

And the same way with shaving powder. There is the way th^ 
barb^t buys shaving powder [incScating]. Tliis is really a small 
paekage. This is I pound. Most of it is sold in Idlos. 

Here is a hair tome [indicating]. There is goods tiiat is very mis- 
leading. A ^ood many people that are not handling hair tonics 
believe there is a big profit in them. Here is a tonic that sells for 50 
cents a bottle and contains 5 ounces, lliat will brine in about tlS 
It gallon. Now, this is a drug-store package. When tnat is sold in a 
gallon bottle to a barber it seUs at $5.50, and it contains just as much 
alcohol, and costs just as much to make, as does this [indicating]. 
The only differ^ice is in the pacldng. 

Jfii, Stbbuno. What do you make when you sell to the barber 
at $5.50 ? 

Mr. Bybne. The discounts just about cov^ the profits. That is, 
thd profit covers just about tne expense. 

Mr. Steblino. You make a little profit t 

Mr. Bybne. Well 

Mr. Steblino. You must make a pretty good profit, then, when 
you sell it at $18 a gallon? 

Mr. Bybhx. We do not sell this [indicating]. This is a big package 
[indicating]. 
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Mr. Steblino. Well, you sell it to them. 

Mr. Bybne. No; we do not. We do no business with drug stores. 

Mr. Sterling. Then where does the druggist get it ? 

Mr. Byrne. From the wholesale drug house^-from the maiiu- 
acturer. He makes it. 

Mr. Sterling. Do you not manufacture it ? 

Mr. Byrne. That is what we call a standard preparation [indicat- 
ing]- 

Mr. Sterling. You manufacture ? 

Mr. Byrne. Not this. Not our members; no, sir. 

Mr. Sterling. Some man makes it ? 

Mr. Byrne. Some man makes it. 

Mr. Sterling. And he makes the profit ? 

Mr. Byrne. Yes, sir; he makes the profit. This is goods that we 
job, not goods that we manufacture [indicating]. 

Mr. Dixon. The goods that you manufacture are sold strictly to 
barbers? 

Mr. Byrne. Yes. 

Mr. Dixon. And not to wholesalers or druggists ? 

Mr. Byrne. No, sir. They buy this in gaflons. 

The Chairman. Let us see that small package of face powder. 
What does the barber pay for that ? , 

Mr. Byrne. The barber pays 60 cents for that [indicating]. 

The Chairman. Could not the barber pay you a cent and a half 
more for that ? 

Mr. Byrne. How could we charge the barber 61 J cents? 

The Chairman. Do you think that 2 cents more would prevQnt 
him from buying that and using it, when we have got this war on here 
and he knows that that 2 cents is going to help the boys in the 
trenches? 

; Mr. Byrne. The price of this is 25 cents and the price of this is 60 
[indicating]. 

The Chahiman. The barber would not stop buying that and vming 
it just because you charged him 2 cents more. And then, are you 
not maldng a little profit on that? That cream that the barber 
buys bv wholesale, how much does he pay for that ? 

Mr. Byrne. 60 cents. 

The Chairman. Do you think that he would stop using that if you 

('ust charged him 62 cents ? Now, really, do you triink he would stop 
mying it if you charged him 64 cents or 65 cents ? 

Mr. Byrne. They would drop off at 65 cents; the sales would 
drop off, and the standard of the goods they are using would be 
hurt. 

The Chairman. Do you mean to say that the barber that has been 
using it and paying this much would turn this down if you asked 
hin 65 cents for it? 

Mr. Byrne. He would look for cheaper goods. 

The Chairman. But the other fellow is going to have to pay the 
same rate that you pay. 

Mr. Byrne. I am told this was sold for 35 cents. It is now 60 
cents. 

The CHAIRMA.N. The price has been raised ? He did not stop when 
the price was increased from 35 cents up to 60 cents, did he ? 
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^ Mr. Byrne. It would just put the business in the position I men- 
tioned a while ago. Our members, manufacturers, the people we 
are speaking for now, are in a bad wa^. 

TTie Chairman. What is your suggestion now that we should do t 
You have been interesting and instructive about these matters, and 
we have never had anytning like this before. What is your sug- 
gestion now as to the tax? 

Mr. Btrne. Our original suggestion would be most ideal; if we 
could get away from the present taxes, and if you would give us a 
gross sales tax on our business. 

The Chairman. This is a gross sales tax on the business. 

)&. ' Btrne. It affects certain goods and does not affect other 
goods. 

The Chairman. There is 2 per cent on the gross sales now. 

Mr. Byrne. Yes. 

The Chairman. What other kind of gross-sales tax would you 
want? 

• Mr. Byrne. If that could be done away with, and you would put a 
gross-sales tax on every dollar's worth of goods we sell ; there are some ' 
fines of our business that are a UtUe more profitable than others. 

Mr. Sterling. What are they? 

Mr. Byrne. Razor strops and tools of every kind; and they are 
growing very hard to get. The Government is taking the factories 
that make those goods. Most of those goods came originaUy from 
Germany, and now the Government is so flooding the plants in this 
country that make them, with orders, that they tell us they can not 
supply us, and we will haye to wait. We are such a small industry; 
we amount to so very little. 

. The Chairman. Would you prefer a tax on the retail articles— 
a specific tax of. say, 2 cents ? 

Mr. Byrne. On tnese small packages? 

The Chairman. Yes. 

.Mr. Byrne. It would be modt desirable. 

The Chairman. Of 2 or 3 cents ? 

Mr. Byrne. On this class of goods [indicating] ? 

The Chairman. Yes. 

Mr. Byrne. Yes; if you will just keep away from the bulk stuff, 
Mr. Chairman, the goocb that the barber consumes and uses. Most of 
it he gives away. 

Mr. LoNGwoRTH. What proportion of your whole sales id that ? 

Mr. Byrne. About 60-50. 

Mr. LoNGwoRTH. You do not pay any tax on the other sales ? 

Mr. Byrne. We are caught just about like everybody else on every- 
thing down. the line; on our incomes; and now railroad rates are 
going to affect us very seriously, because they get our traveling men; 
and then they get our freight shipments. ' 

Mr. LoNGWORTH. You say you would prefer a tax of one-half of 
1 per cent on your gross sales ? 

Mr. Byrne. If we did not have that 2 per cent — a reasonable per 
cent, say, of one-half, on our gross sales. 

Mr. LiONGWoRTH. If your business wad one-half that and one-half 
the other, the result would be to reduce this 50 per cent, would it not ? 

* Mr. Byrne. We would then do a larger volume of business in our 
toilet goods, because we would not be held down by the terribly high 
price of alcohol; and that, for the purpose of our lotions, is necessary. 
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Mr. LoKOWORTH. You hare raisad your prices on di^nt 

Mr. Btbnb. Everytliiag that carried alcohol has been raised. 

Mr. LoNGwoRTH. You have raisod your prices ? 

Mr. Btbnb. Most of the preparations that were sold, the fellows 
that were maJdng them simply cut down the perocaitage oi alcohol 
to keep within a certain price. 

Mr. LoNGWOBTH. You get a profit ? 
. Mr. Btbke. To-day, as I said before, the very best people in our 
)ines that used to tak0 goods and pay in 30 days are not meeting 
th^ir bills as promptly as they used to. We are m bad shape^ as aa 
industry. • 

Mr. Uawley. You really are retailers, are you noti Although 
you make in wholesale quantities, you retail your quantities to m 
ultimate consumer, the barber ? 

Mr. Byrne. Yes. 
, Mr,. Hawlet. Suppose the tax was placed on the retail salj^l 

Mr. Byrne. What do you mean, a stamp tax? 

Mr. Ha^wlby. Yes; on the retail sales, whatever the qii^idiity 
sold. The tax would not then be based on the quantity sold but «ii 
the price obtained^ and that would compel the drug stores to pay a 
much larger tax on a given quantity than you pay ? ^ 

r Mr. Bybnb. On the value of it ? 
* Mr. Hawlby. Yesf rv 

Mr. Byrnb. That would be better than anything; better than a 
jBdanufaoturer's-^ — 

J Mr. ILlwx.ey» How muph could you afford to pay, if thai arrange 
inent was made ;. what rate;p6r cefit oa your sales? 

Mr. Byrne. If we do not have to stanj it and pay it to oui^-^ . 

lAr.. H^WLBYi How much wo^ld your trade stand; 5 per centi 

Mr. Byrne. Two per cent more ^ A gentleman here says it eouUl 
stand 2 per cent more. I do not' believe it, though. It could not, 
because here would be the effect of a change of that. kind. The 
dealers, half of them, would $%Si *'lwi31 absorb that,'' just uk# |he 
theaters have done on this 2-cent .a^d S-oent business on comtris^ 
sions. The theaters oAn do it >]l>eQau$e they have a big, profita4>le 
business, but we can not. 

. Mr. S^iitiuNQ. I do not^ know Qf any tliat do that. 
. Mr. $YBI<&. I will take you along Broadway, New York, a&d 6va^/ 
show you go into from Fiftieth Street up, you will find that^ 

Mr<. SrHm^iNO. It is not b6 in niy country. 

Mr. Byrne. That is what it is in New xork. They say, "Taat 3 
eents, admission 27 cents; 30 cents, " and so on. 

Mr. Stbrlino. The admission Was 25 cents before, was it not. 
Did they not just add 2 cents to their admission ? 

Mr. Byrne. To be perfectly frank with you, I have just reoently 
gotten into the habit of going into moving pictures, and I have uot 
noticed as to that. 

Mr. Sterling. They add 2 cents in addition to the tax. 

Mr. Byrne. They are making money on it, then. That la some- 
thing we could not do. 

We hope that some difference will be made on our bulk goods. I 
hope that you are going to classifv us. What we really would lik# 
to see you do, Mr. CSiairman, would be to draw a line. Do not put us 
ih the class of perfumers. Do not put us in the class with people tba^ 
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mQ thai dass [indicating] orer the retail counters, where we are selling 
it the other way. 

The Chairman. What you want is for us to put you in a class that 
sdl* directly from the manufacturer to the consimiert That is, 
a barber's supply manufacturer must have a different classification 
from a man who sells it over his counter to Tom, Dick, and Harry I 

Mr. Byrne. You do not have to do that. All you have to do is to 
sayi "'We are going to put on all toilet waters and cosmetics, on goods 
nbove a certain size we are going to put n certain tax, and on goods 
undar that size we are going to put another tax." 

Mr. DixoK. Could the^r not furnish packages, and so forUi, so as to 
eame in under that classification ? 

Mr. Btrnb. No, sir. 

Mr. Dixon. They could not? 

Mr. Btrne. No, sir. These two articles sell at 15 cents [indicating}. 
A druggist with a $30,000 stock would have to have from three to 
five times the space to go into it. 

The Chairman. We will consider that- 

Mr. Byrkb. I hope you will. 

The Cbairman. Have you got a brief on the matter t 

Mr*BYRN£. I was going to present one. 

'The Chairman. Suppose you write to the committee and just make 
a TOOposition about how to separate that tax ? 

Mr. Byrne. We will suggest that in the form of a brief ; and shall 
we address it to each member of the committee individually t 

The Chairman. No; just address it to the chairman, and be will 
put it b^ore the eomnuttee whan we htan to write the bill. Mak« 
It a» brief as possible. Make y^our brief about how to fix the tax and 
bow to separate in packi^e» with reference to the tax. 

Mjr. Btrne. The size ofpackages i 

Tb^ Chairman. Yea. We would ^ke to have that before ua. 

Mr. Btrke. I will do that. 

The Chairman. All right. 

Mr. .Btrne. Yqu will have to have tbat within three or four daytif 

The Chairman. Yes; before July 1 we will have to have it out. 

The chairman will state that Mr. Littlefield was down at the hear- 
ingii, but he was unable to come before the committee,, ^d he desires 
to Submit a brief to be printed in the record. Without objection it 
will be done. 

Mr. Sterling. What is it on ? 

The Chairman. He is here representing the Pennsylvania State 
Chamber of Commerce. They have sent out letters suggesting mat- 
ters for consideration. It is on the state taxes. 

(At 5J30 o'clock p. m. the committee adjourned imtil to-morrow, 
Tuesday, June 25, 1918» at 10 o'clock a. m.) 
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(The brief submitted by Mr. littlefield is here printed in full in the 
record as follows:) 

Letters received by Paid LiUUjULd^ general secretary Pennsylvania State Chamber of 
Cammercet 101 Telejraph BuUdini, Harrisbwrq, Pa., sui^es'ing changes in the new 
war revenue bill now be/ore the Ways and Means Committee of the House of Repre- 
sentatives, 

. Mr. N. B. Kelly, general secretary Philadelphia Chamber of Commerce, writes re- 
garding a decision rendered by Mr. Daniel G. Koper, Commissioner of Internal Ilev- 
enue, affecting payment of income tax on trust estates in the present vrar revenue bill: 

''Where estates arc left in tnist and there is more than one heir, instead of charging 
aech of the neirs with the amount of income that each one woula derive from the 
estate, he has interpreted the present law to mean that the estate must ge taxed as a 
whole. In other words, if there are five heirs, and each heir has actually received an 
income of $12,000, the income tax must be pud not on $12,000 each, but on the total 
of $60,000. Of coiuBe, you imderstand that that increases the tax that each of these 
heirs is charged with to almost double what it actuall^r should be. 

''This has actually occurred in the case of an estate in which I am interested. We 
were compelled to piv the income tax based up3n the total amount of income received 
which was placed in the hands of the trust company for these heirs, instead of paying 
the actual amount, as stated above, on the income each received. 

"I am siu-e it is not the intent of the United States Oovemment where money is 
left in trust, to tax the heirs more than where the income is derived direct." 

(Smith, ]ECllne & French Co., Wholesale Druggists, 429-435 Arch Street, 105-115 North Fifth Street, 

Phiiadelphia.] 

June 13, 1918. 
The Pennsylvania State Chamber of roMMERCE, 

TOl Telegraph Buildingj Earrisburg, Pa. 

Dear Si^<»: It is evident thit th3 Government must collect very large sums by 
taxation . W ) write to urge that all such taxation be levied on net profits. Taxes 
laid. on certiUcates of stock of incorporated companies, or on gross siles, are wrong in 
principle and very injurious in practice. The war his brought peat profits to certain 
class 3s of industry, but the tendency in housas ^Mng a distributing business is to 
incraas3 the ris'cs without increasing the profits. W j believe that the Government is 
thoroughly justified in levying extremely heavy taxes on the excess profits of business, 
arising; from presant conditions, although we think that the Government ^ould not 
take the entire proJBit. Wi believe, however, that nearly aU business men .would 
agree with us that they very much prefer that the Government should take the entire 
excess profits made by business raUier than have the Government levy tai^ea- on 
certificates of stock or on the total business irrespective of whether a profit may or may 
not be made. 

Respectfully, 

Smfth, Kline & French Co., 
Harry B. French, President. 



(Euston Process Ck)., oorroders and makers of guaranteed strictly pure white lead, ScranUm, Pa.] 

JuNB 13, 1918. 
Mr. P. Littlefield, 

Secretary Pennsylvania State Chamber of Commerce^ 

101 Telegraph building, Harrisbvrg, Pa, 

Dear Sir: Our preference would be to have a bill drawn requiring a corpoiation 
tax of about 10 per cent of the net earnin|;8 of the corporation* and a gradeid tax on all 
corporation pronts above an exemption ox 10 per cent on a fair valuation of the capital 
and surplus emploved, the tax rising even to 80 per cent of all profits beyond 50 per 
cent return on capitalization and surplus employed. 

Our reason for considering that tiie graded tax should be used is that in our case 
we have been called on to make considerable investments in machinery this year, 
partly to overcome labor shortage and partly to meet special Government require- 
ments for shrapnel balls, and if excessive taxation were to begin on all profits beyond 
an ordinary return, we should be in the position of having reduced our quick asets as 
ihe result of the business of the year. 
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Another point of very great importance in such cases as those in which the manu- 
facturer is actually endeavoring to help the Government by putting in machinerv 
of special and temporary value for Government work is the matter of allowing full 
amortization during the same period as that in which the taxes are figured. If the 
Treasury Department follows the method which it did in our case last year of allowing 
anMriiaation at a rate of 33 1 per cent per annum, and if we should face heavy taxes 
during the current year, we might be placed in the unfortunate position of paying 
this 3rear such an amount in taxes as would ultimately mean an actual loss to us when 
smoitxBation is completed. Most positively the amortization and taxation should run 
simultaneously. We consider that this question of amortization is as important as the 
percentage of taxation that may be adopted. We believe that the rules to govern 
amortization should be stated in the law and not left to the Treasury Department to 
decide later. 

Very truly, yours, 

EusTON Process Co., 
By Edwin Euston, President 



[The Parkesburg Iron Co., makers of genuine charcoal iron boiler tubes, Parkesbuig, Chester County; Pa.] 

JUNB 13, 1918. 
Mr. Paul LrrrLEFiELD, 

General Secretary Pennsylvania State Chamber of Commerce^ 

101 Telegraph Building^ Harrishurgy Pa, 

Dear Sir: We are in receipt of your letter of the 10th instant, in reference to the 
new -war revenue bill about to be drawn by the Wavs and Means Committee of the 
House of Representatives, Washing^tan, D. 0., and while we realize that all essential 
industries are and should be operating exclusivel)r for the benefit of our Government, 
we feel that these industries can not preserve their efficiency unless they are allowed 
to spend out of the current earnings amounts necessary for improvements to their real 
estate, buildings, and machinery, before excess profits taxes apply. 

After the expenditure of the above-mentioned necessary annual sums, we think 
there should be an exemption of not less than 10 per cent of the invested capital of the 
plant as of the beginning of the fiscal year, and that after this deduction has oeen made 
the excess profits should be taxed at such a percentage as the Ways and Means Commit- 
tee mav decide upon. 

Yours, very truly. 

The Parkesburg Iron Co. 
By George Thomas, 3d, Treasurer 



il^aw offices frf Breitinger & Breitinger^ 714-717 Franklin Building, 133 South Twelfth Street, Phi ade phia.) 

June 13, 1918. 
Pennsylvania State Chamber op Commerce, 

101 Telegraph Building^ Harrishtirg, Pa. 

Gentlemen: I am in receipt of your favor of the 10th instant relative to the new 
war revenue bill. » 

I offer two suggestions. First, that the phraseology of the act be so worded as not 
to admit of several interpretations. 

Second, that the inequality and injustice of imposing the burden of the excess-profit 
tax on business, professions, and labor, and exempting income from investments be 
corrected. 

Yours, very truly, 

F. L. Brbitinger. 
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Committee on Ways and Means, 

House of Representatives, 

Tuesday, June 26, 1918. 

THe committee met at 10 o'clock a. m., Hon. Claude Kitchin (chair- 
man) presiding. 

There were also present. Representatives Rainey, Dixon, . Hull, 
Gamer, Collier, Dickinson, Oldfield, Crisp, Helvering, Fordney, 
Moore, Green, Sloan, Longworth, Fairchild, Sterling, Martin, Hawley, 
and Treadway. 

The Chairman. I xmderstand Representative Slemp, of Virginia, 
wishes to make a statement. 

STATEMEITT OF HOIT. C. B. SLEMP, A KEPKESEITTATIVB 
Iir COITGBESS FKOM THE STATE OF VIBGIITIA. 

Mr. Slemp. Mr. Chairman and gentlemen. In a manufacturing 
establishment a certain amount of capital is required for the estab- 
lishment of a factory or plant and the necessary machinery and 
equipment. Provision is made for sufficient equipment and space to 
produce a certain definite output. That output can usually then be 
continued without further capital expenditures. A proper charge for 
renewals, repairs, and obsolescence will provide for new equipment 
as the old wears out or improved m^ichines are developed. It would 
only be through increasing labor or material costs that new capital 
should be necessary. 

With the coal mmes such is not the case. To maintain a coal mine 
at a steady rate of output requires considerable capital expenditures 
from time to time. Take, as an example, an operation which it has 
been determined would pass from its development to its operation 
stage on reaching a daily average output of a thousand tons. This 
could presumably be reached in a drift mine without any of the 
working places being over 2,000 feet from the tipple. As the mine 
ages and the coal area nearest to the tipple is depleted of its minable 
coal, it becomes necessary to lay additional amounts of rail and to 
provide more copper, switches, frogs, timber, and everything that 
goes toward the providing of a tram system for hauling coal from the 
working places to the dump. 

There also must be an addition to the number of cars and motors. 
As the mileage of the trips increase, the efficiency of the coal cars 
decrease. The turnover oecomes lower as the distance that it is 
necessary for the cars to travel becomes greater. It is plain, there- 
fore, that the same number of mine cars and motors will not produce 
an equal amount of coal from an old mine, where much of the coal 
has to be moved at least a mile to the tipple, as they will where the 
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distance from the face of the coal to the tipple is less. For the 
longer hauls it is necessary, as a practical matter, to keep the track 
in better shape than with the shorter hauls, for stoppages for any 
reason on the main haulway will have a greater effect on the output. 
These statements have been true of coal mines at all times. 

Now, there are new factors which all coal operators must face. 

Housing: It requires more rooms to-day per unit of coal mined 
than it did three years ago. Put another way, the workers per house 
have decreased. This is largely attributable to the fact that the 
single men who have been boarders with the married men no longer 
form so large a proportion of the mining force. They have been re- 
duced by the draft and volunteer enlistments and have been more 
attractea to the cities and other industries than have the married 
men. Perhaps a less important factor is that the coal miners are 
now making sufficient money, so that their wives do not take as 
kindly toward keeping boarders as they did in earUer days when 
wiges were lower. 

The cost of houses has advanced in the last three years froln two 
causes. First, the increase in materials and labor. A standard five- 
room mine house that could have been built in 1914 for approximately 
$800 will cost very close to $1,200 at the present time. With the 
increases which are to come in railroad freights, this cost will be above 
above $1,200. Second, the standards of living have advanced, and 
the miners are not contented with the class of house which they were 
willing to rent in 1914. The coal-mine laborer of to-day does not 
want to Uve in a shack, and an operation that has a large proportion 
of its houses of this nature is almost certain to be cut m its produc- 
tion far below its normal figure. Competition for mine labor has 
been so keen in the last two years that the suggestion of increasing 
rents has been q^uite out of the question. In the operations with 
which the writer is familiar, there is to-day no income whatever from 
houses. Maintenance and improvements and repairs up to existing 
standards, uses up the income, and house rents can no longer be con- 
sidered as an income to mining companies. As a very large number of 
mines are located away from centers of population, and at points 
where persons could not five were it not for the mines, the housing 
problem is a serious one, and requires to-day far more expenditure 
per ton of coal produced than at any other time in the history of the 
mdustry. Admittedly, these conditions, as regards housing, are 
probably no different in the coal industry than in any other industry 
that provides houses for its employees. 

Any operator who writes off for repairs and replacements an . 
amoimt fliat was reasonable and liberal m the period prior to 1916, ^ 
finds that his actual cost of repairs and replacements now are far 
more than any amoimt he has previously carried in his books for this 
purpose. It actually costs more to repair a badly damaged mine car 
to-day than a new one could be purchased for two years ago. 

A standard 3-ton mine car could be purchased in late 1915 for $96 
delivered. To replace that car in late 1917, it took $240, and to-day 
the price is even higher. Car repairs through the increase in labor 
and materials are at least double, and probaWy triple what they were 
two and a half years ago. 

With electrical equipment the situation is even worse. Any oper- 
ator purchasing new motors, mining machines, pumps, in fact almost 
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any form of motor-driven equipment now, will have to depreciate its 
cost at least 50 per cent before a reduction to normal prices comes, 
or he will find himself with equipment on hand that has been in use 
for a considerable period, and yet stands on his books at a higher cost 
than he wiU probably be asked to pay for new equipment if prices 
decline to the 1916 basis. Unless, therefore, operators are allowed 
to make some such liberal allowance for depreciation, they can not 
afford to buy the equipment which is necessary, not to enlarge their 
output, but to keep their output up to its existing standard. 

It is also necessary in coal mining to always provide a certain amount 
of advance work, if the coal mine is to continue a producer at a fixed 
rate. That is, entries must always be driven well in advance of the 
room requirements of the immediate operation. This, too, entails 
a cost which should be considered in figuring an operator's profits. 
If the operator is not permitted to make some reasonable allowance 
for sucn advanced work, the temptation wiU be great for him to 
merely mine such coal as is obtainable with existmg development 
and equipment. 

The writer has tried to show that the coal operator has the problems 
of other lilies of industry, high cost of materials and labor, and 
necessity for providing additional houses for his employees. In addi- 
tion, he is called upon to make expenditures to hold his output to 
normal, which if he is not permitted to charge into cost of coal, will 
place him in ajposition of ultimately having an exhausted mine, and 
only second-hand or scrap values to represent a part of the capital 
expenditures which he has been forced to make. 

The Chairman. We will now hear the gentleman whose name 
appears first on the program for to-day, Mr. Willock. 

Mr. Hawley. Before Mr. Willock begins, Mr. Chairman, I would 
like to introduce for the record a letter which I have received from 
Mr. Charles S. Hall, president of the Coos & Curry Telephone Co., 
of Marshfield, Oreg., with reference to the income tax so far as it 
affects public utilities. 

The Chairman. All right; that will be inserted in the record. 

(The letter referred to is here printed in full, as follows:) 

Coos & Curry Telephone Co., 

Marshfield J Oreg.j June 19, 1918. 
Hon. W. C. Hawley, M. C, 

Washingtony D. C. 

My Dear Mr. Hawley: With respect to the proposed or pending le^slation 
increasing or changing the income tax, wish to call your attention to the situation 
with public utilities. 

We are now operating under the same rates that were in vogue prior to the high 
prices which now prevail. I know it is not the thought of any public utility man to 
shirk a duty, but the present trend o| operating costs, will result sooner or later in our 
having to ask the public service commission for authority to increase rates. This 
will be inevitable, and the last few months would indicate that it will possibly come 
sooner than we have had reason to anticipate. 

It is my desire to simply call this to your attention so that it may be given considera- 
tion in the perplexing problem with whicli you have to deal. 
Very sincerely, yours, 

Charles Hall, President. 

The Chairman. Mr. Willock, the committee is ready to hear you 
now. 
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STATEMENT OF H. H. WILLOGK, PITTSBUEaH, PA., SECBE- 
TAET-TEEASUEEE WAVEELT OIL WOEKS GO. 

Mr. WiLLOCK. My name is Harry H. Willock. I am secretary and 
treasurer of the Waverly Oil Works Co., of Pittsburgh; and I am now 
giving my time to the Pennsylvania Food Administration, at Phila- 
delphia, for the period of the war. 

I appreciate very much, Mr. Chairman, this opportunity to come 
before you to say a few words on what I consider, probably,, the great 
question of the war period. And I come before you m a rather ^ 
unique manner. As I sat here the other day, and listened to the 
testunony that you were getting that day — and I presume it was only 
an instance of what you get every day — of why the coimtry should 
have a billion dollars of taxation this year, and yet why each indivi- 
dual, business, or class of persons, should not pay any of it. 

I am here wanting you, pleading with you, to raise the income 
taxes, .to raise the excess-profits tax, ana to put another tax on 
another form of privilege which has not yet been taxed by the taxing 
power — and that is land. 

The Chahiman. Mr. Willock, what is your business, do you say ? 

Mr. Willock. I am secretary-treasurer of the Waverly Oil Works 
Co., of Pittsburgh. 

The Chairman. I did not xmderstand you a moment ago when you 
mentioned it. 

Mr. Willock. Each tax that I shall argue for, that I am interested 
in having proposed or advanced over present rates, wiU advance 
my own taxes very materially. But this is a period when no man's 

Sersonal interest snould affect in any way whatever his duty to the 
ration. 

Taxes in general should be laid so that the values which are created 
by the immediate contingencies, or values which are created by the 
commxmity as a whole, should aJl be absorbed before any levy what- 
ever is made which will have xa tendency to restrain or restrict pro- 
duction or to increase cost of commodities to the people. 

Some one has said that the art of taxation consists in getting the 
most feathers with the least squawking. But that is only a joke. 

And seriously, no tax should be imposed, unless in case of extreme 
necessity, that is easily evaded, that is unduly costly in collection; 
that places a burden on production, or advances the prices of com- 
modities. 

All taxes will be more or less evaded, if humanly possible; and men 
are prone to deceive the tax collector and to perjure themselves to- -J 
this end. 

Production at this time is now carrying a maximum of burden of 
various kinds, imposed by the unavoidaWe war conditions. 

Commodities were never so high in price, practically speaking, as 
they are at this time, and millions of our people have nad very fittle 
advance in wage. We hear of the high wage paid to munition 
workers, and to many workers in favored fields. 

But there are millions of our people who have had practicafly no 
advance in wage. An instance of that is found in the report recently 
made to Mr. McAdoo regarding the wages of the raUroad employees, 
and also a report made withm the last six months by the Russell 
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Sage Foundation, that of the 6,000,000 residents of New York City 
2,000,000 of them had a per capita family income of not over $3 per 
week above the rent. If that statement had been made by any 
organization other than the Russell Sage Fomidation, I could not 
have credited it; but, having been made by such an organization, it 
must be accepted. 

The expense of collection of taxes means an avoidable and useless 
waste of man power at this time, when the productive labor of every 
man is most needed. 

The operation of the draft act wiU give us a Uttle idea of how we 
can equitably assess a tax on incomes. 

The dollar should only have the consideration that is given to 
man. They are taking from the men only the strongest and only 
those whose taking win least affect those who remain, and the same 
principle should apply to the income dollars of the Nation. 

Witn the tremendous cost of Uving at present, I do not think any 
income under $3,000 or $4,000 a year is a subject for taxation. In 
the first place, the taxes on the lesser incomes are exceedingly ex- 
pensive to collect, the ratio of expense being tremendously greater 
than the expense in collecting the taxes on the larger incomes. 

And then I suggest that tne tax on these incomes would be very 
rapidly accelerated as the income increases. I would like to see an 
income tax something Uke this: Three or 4 per cent on $3,000 
incomes. 

Mr. Sloan. $3,000, or above $3,000 ? 

Mr. WiLLOCK. A normal tax of 3 or 4 per cent on $3,000 incomes, 
and above that a surtax. 

Mr. Sloan. Do you mean to tax the whole of the $3,000 income? 

Mr. WiLLOCK. Yes. 

Mr. Sloan. Without exemption ? 

Mr. WiLLOCK. Except $500 or $1,000 for a wife, and $500 for each 
child. $200 for a child, as in the last income tax law, is certainly 
not putting a premium on children. 

Mr. FoRDNEY. You would not get much out of my family on that 
proposition; there are nine in my family. 

Mr. WiLLOCK. Well, sir, you are patriotic without paying any 
taxes. Then that surtax should advance rapidly, at the rate of a 
least 1 per cent for every $2,000 increased income, up to approxi- 
mately $50,000 income, and then advance 1 per cent for every 
$1,000 increased income until a total of 97 per cent is taken. 

Mr. FoRDNEY. WiU you permit me to interrupt you there ? 

Mr. WiLLOCK. Certainly. 

Mr. FoRDNEY. How much money would that yield, as compared 
with the existing law ? 

Mr. WiLLOCK. I have not gone into the question under your 
existing law, as to how much it would yield in toto, because 1 am 
not familiar 

Mr. FoRDNEY (interposing). Then, so far as the new tax is con- 
cerned, you are guessing as to how much it would yield ? 

Mr. WiLLOCK. I am not speaking of the total yield. If the total 
yield is not sufficient, it can be very readily cured, by a blanket sur- 
tax of 3 per cent, 5 per cent, or 10 per cent on all incomes over $3,0()0. 

But what I am wanting to drive at is that we must take a great 
bulk of the tremendous incomes of this country to carry us over this 



1098 BEYENUE BILL. 

period of stress. We have thought nothing of taking the man, the 
strong man, without the dependents— — 

Mr. FoRDNEY (interposing). What percentage of the cost of this 
war would you raise by taxation ? 

Mr. WiLLOCK. By taxation ? I think this country could raise 

Mr. FoRDNEY (interposing). It is not how mucn we could raise, 
but how much do you think we ought to raise. 

Mr. WiLLOCK. I would raise over 50 per cent. 

Mr. FoRDNEY. Why would you do that ? 

Mr. WiLLOCK. Because now we are creating the values. 

Mr. FoRDNEY. Did any country in the world ever do that ? 

Mr. WiLLOCK. No, sir; not that I know of. 

Mr. FoRDNEY. Why should we do it, then ? 

Mr. WiLLOCK. America has set a mark in many things, and I 
bheve it can set a mark in taxation. If democracy in America 

Mr. FoRDNEY (interposing). Just for the purpose of setting a mark ? 

Mr. WiLLOCK. No, sir; for the purpose of equity to our people. 

Mr. FoRDNEY. Why is it equity to our people to raise it all by taxes 
at this time, when it is for future generations that this war is being 
fought ? 

Mr. WiLLOCK. We are taking the men; we have to take the men 
at the present time. 

Mr. FoRDNEY. Yes. 

Mr. WiLLOCK. We take the young man from his period of oppor- 
tunity and we put him in the trenches. 

Mr. FoRDNEY. Yes. 

Mr. WiLLOCK. And how can we, by any logic, equity, or humanity 
treat the dollars more carefully than we will treat the men ? 

Mr. FoRDNEY. Then you would make him fight and pay now, 
both ? 

Mr. WiLLOCK. No. 

Mr. FoRDNEY. Not fight now and pay afterwards, but fight and 
pay now — ^that is your principle, is it not ? 

Mr. WiLLOCK. The men wno have the tremendously large in- 
comes 

Mr. FoRDNEY (interposing). No; we are talking about the boys in 
the trenches. 

Mr. WiLLOCK (continuing). Are to a very small extent in the 
trenches. 

Mr. FoRDNEY. Oh, no; many of them pay taxes that are in the 
trenches. Pardon me, will you? 

Mr. WiLLOCK. Yes, sir. 

Mr. FoRDNEY. Suppose a man of moderate means has a son or 
two or three or four sons in the trenches, are you going to make 
that man furnish those two or three or four sons, or as many as he 
has, and also pay for the war as it goes along? 

Mr. WiLLOCK. No; the man of moderate means is the man I am 
trying to exempt from taxation as far as possible. 

Mr. FoRDNEY. Your opinion and mine as to what is a man of 
moderate means differ very much. But perhaps that is not a proper 
expression for it; let us say the average taxpayer. 

Mr. WiLLOCK. Yes, sir; the average taxpayer has an incorae, accord- 
ing to the census of 1910 and applying the ratio of increase since — but 
in 1910, according to the United States census report, 60 per cent of 
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the workers of the United States earned less than $625 a year and 
90 per cent of the workers of the United States earned less ttan 
$1,000 a year. 

Mr. FoRDNEY. Well, the income tax reports for the years since 
that time give a better idea of the incomes- of the country than does 
the census of 1910. 

Mr. WiLLOCK. Yes; but in 1917, I believe I am within reason in 
stating that 40 per cent of our people earned less than $800 a year; 
40 per cent of our workers. 

Mr. FoRDNEY. Where do you get those statistics ? 

Mr WiLLOCK. That was given to me a week or two ago by a man 
who ha d pr epared a statement on the subject; and he had secured it 
here in Washington; from what source he had secured it I do not 
know. 

Mr. FoRDNEY. You do not know whether that is theoretical or 
whether it is taken from actual statistics ? 

Mr. WiLLOCK. No; but here I am referring to the report of the 
Russell Sage Foundation made within the last six months, that 
2,000,000 people in the city of New York had a per capita family 
income of not over $3 a week above rent. 

Mr. FoRDNEY. You do not know whether they were all workers or 
whether many of them were of the idler class, do you ? 

Mr. WiLLO K. No, sir; they were of all classes. 

Mr. FoRDNEY. No; but you do not know whether they were work- 
ing people or idlers ? 

aIj. WILLOCK. No, sir. 

Mr. FoRDNEY. Well, those statistibs are not very reliable, imless 
information is given as to how many of those people are employed and 
how many are unemploved. 

Mr. WiLLOCK. Well, let me say 

Mr. FoRDNEY (interposing), rardon me, will you, but I am em- 
ploying labor right now. I can not get a man anywhere for less than 
$3, $4, or $5 a day; and I can not get very many at that. Every 
industry in the country is short of help. 

Mr. WiLLOCK. I am an employer of labor, also. 

Mr. FoRDNEY. Well, do you get men for any such wages as that ? 

Mr. WiLLOCK. We are paying from 37 i cents to 40 cents an hour 
to our labor. 

Mr. FoRDNEY. Can you get labor at any such prices as those sta- 
tistics you have referred to show ? 

Mr. WiLLOCK. No; there are a tremendous lot of men who do not 
work. 

Mr. FoRDNEY. And they will not work unless you make them. 

Mr. WiLLOCK. No; I do not find very many tnat are that way. 

Mr. FoRDNEY. Yes; the so-called '^ slackers'*; and we are passing 
laws to compel them to work. 

Mr. WiLLOCK. Certainly, and they are very good laws. 

Mr. FoRDNEY. Those men should not be classed in those statistics, 
because if they do so class them their statistics are misleading. 

Mr. WiLLOCK. But stiQ all the people in the country must five. 

Mr. FoRDNEY. WeU, thev ought to work. 

Mr. WiLLOCK. And we know that in our best times in America, 
times like these, there about 10 per cent of our people unemployed. 
Largely that is on account of the difficulty we have had heretofore 
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of getting the man and the job together. That is going to be changed, 
I believe, somewhat by the National Employment Bureau. 

Mr. FoRDNEY. It is very hard for you to get the man and the job 
together, unliess the man is seeking the job and wants the job. Is 
that not true ? 

Mr. WiLLOCK. Certainly. 

Mr. FoRDNEY. Well, there is where the difficulty is. 

Mr. WiLLOCK. But I would not charge the American Nation with 
being a nation of idlers. 

Mr. FoRDNEY. Neither am I. I am just questioning the correct- 
ness of those statistics. 

Mr. WiLLOCK. There is always that percentage of idlers and 
slackers. 

Mr. FoRDNEY. I am questioning the statistics; that is aU; I am 
not reflecting on the American people. But there are men who do 
not want to work, and will not work if they can eke out an existence 
by imposing on somebody else. 

Mr. WiLLOCK. There is no question about that, and I have no more 
sympathy with those men than you have. 

Mr. FoRDNEY. Pardon me for interrupting you. 

Mr. Garner. May I interrupt you with a question ? You say you 
would collect at least 50 per cent of the expenditures for this war by 
taxation ? 

Mr. WiLLOCK. Yes, sir. 

Mr. Garner. Now, I agree with you on that. I would like to col- 
lect all that we can possibly collect from taxes if it will not decrease 
the tax-producing power next year. 

Mr. WiLLOCK. Yes, sir. 

Mr. Garner. But I submit to you that you can not collect 50 per 
cent of $24,000,000,000 this year by taxation, without destroying, in 
a very great degree, the tax-producing power of the Nation for the 
next year. 

Now, if you were convinced of that, being of the opinion that you 
are now, after a thorough investigation, would you insist then on 
levying a tax that would decrease the tax-producing power of the 
Nation next year, in order to carry out your theory ? 

Mr. WiLLOCK. No. But I would have to be convinced of that. 
I can hardly conceive that. 

Mr. Garner (interposing). Well, if you are a fair man, and I take 
it that you are, when you made that investigation you would come to 
the same conclusion that I have come to, that you can not collect 50 
per cent of the expenditures for this war by taxation, without destroy- 
ing the opportunity of getting the 50 per cent for the next fiscal year. 

We started out on a 50 per cent basis, to try to make it 50-50, 
when we first took up these questions; and I advocated that theory 
and the House adopted it; but as the expenses went up by leaps and 
bounds, we found it absolutely impossible; and I believe that if we 
get 33 J per cent of the expenses of this war, that is to say 
$8,000,000,000 out of $24,000,000,000, next year we are going to be 
very fortunate in getting that, and at the same time being able to 
collect an equal amount the next fiscal year. 

Mr. WiLLOCK. Well, my idea on incomes is, that I believe taxes 
can be immensely increased on incomes, and it is not going to seriously 
interfere with the taxing power next year. I believe that practically 
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all excess war profits tax can be taken, and it can not interfere very 
seriously with the tax returns next year, and I believe that a tre- 
mendous revenue can be secured from a land tax, that will have a 
tendencv to increase the taxing power next year. 

Mr. Garner. Well, you have ^one off into a field with your land 
taxes that I do not know anything about, and I would have to be 
educated on that subject before I could make any estimate about the 
revenue it would produce. 

But with regard to the excess profits and income taxes, where we 
Are boimd to get the bulk of our revenue, my imderstanding of the 
figiu-es — and they will be sent here from the Treasury Department 
in due time — ^is that it will be impossible to get the 50 per cent you 
speak of and still have the tax producing power for next year. 

Mr. WiLLOCK. It may be that that is true, but add the other tax, 
add the land tax, and I think you will get your 50 per cent very 
readily. 

Mr. Sterling. Why would you tax land ? Why do you pick out 
that form of property and tax it, and not suggest the taxation of any 
other property ? 

Mr. WiLLOCK. I would tax that for several reasons. In the first 
place, land has absolutely no value except the value the community 
gives it, and therefore none of the equities are being violated by 
taking a part of that value for the public need. 

Mr. Sterling. Well, is there a particle of difference in that regard 
between land and any other form of capital ? Has money invested 
in stocks or bonds of a corporation any value except that the corb- 
munitygives it ? 

Mr. WiLLOCK. Oh, yes; money invested in corporations, in stocks 
or bonds, must require the human intelligence, tne human direction, 
the human managffiient to make it at all productive. 

Mr. Sterling. Well, let me say as to that 

Mr. WiLLOCK (interposing). Will you let me finish and carry that 
a bit further ? 

Mr. Sterling. All right, go ahead. 

Mr. WiLLOCK. We all know that there is no line of business where 
every individual activity in it succeeds; some fail and some win, and 
the great majority of them fail. 

Now, on land a man might be an imbecile, confined in an asylum, 
having title to land — and this actually happened in Seattle, Wash., 
where a man became a multimillionaire from the city growing up 
around his land, the owner all the while being confined in an asylum 
as an insane man. 

Mr. Hawley. How many instances do you think would Qccur like 
that ? 

Mr. WiLLOCK. I do not understand. 

Mr. Hawley. What proportion of the value would arise out of 
instances like that ? 

Mr. WiLLOCK. No man can do anything to improve the value of 
the land he owns, except in the proportion as he bears to the whole 
community — as one member of the whole community. 

Mr. Hawley. Well, take this case, for example : Here is a man who 
buys a farm and clears it up ; some of the land is swamp land; and he 
drains it; some of it is sour, and he limes it; and he does a lot of 
things to it. 
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Mr. WiLLOCK. Yes. 

Mr. Hawley. Now, he has done something to that land that has 
made the land that was worth $3 or $4 an acre worth from $50 to $60 
an acre. 

Mr. WiLLOCK. Yes; but you misunderstand me, Mr. Hawley. All 
the things that he did to that -land are improvements on the land, 
and I do not care to take them. It is not right that they should be 
taken. 

Mr. FoRDNEY. He has put his land into a high state of cultivation 
by the sweat of his brow. ^ 

Mr. WiLLOCK. Those are improvements — they are not land. 

Mr. FoRDNEY. Those improvements you do not want to tax, then ? 
You do not want to tax any improvements at aU ? 

Mr. WiLLOCK. No. 

Mr. FoRDNEY. You want to tax improved land the same as wild 
land, between here and Baltimore, for example? 

Mr. WiLLOCK. Yes, sir; absolutely, according to its location. 
Location is all that gives land its value. 

Mr. FoRDNEY. Does not personal property get its value in the same 
way that you say land gets its value ? 

Mr. WiLLOCK. No. Let me illustrate 

Mr. Sterling (interposing). Did you ever know of an industry 
that grew rich and prosperous by reason of a town growing up around 
it and giving it a market ? 

Mr. WiLLOCK. What was that ? 

•Mr. Sterling. Did you ever know of an industry of any kind — a 
manufacturing industry, or a railroad property, or any propertv in 
which money is invested — did you ever know of an instance where 
it grew rich and prosperous by reason of the community growing up 
around it and giving it a marKet ? 

Mr. WiLLOCK. Therailroad, you know, is what gives the land value; 
the improved macadam road gives land its value. 

Mr. FoRDNEY. What gave the property of your corporation value? 

Mr. WiLLOCK. Work; human work. 

Mr. FoRDNEY. Not the railroads, then, and the roads that you are 
talking about as to other cases ? 

Mr. WiLLOCK. Not at all; they did not add any value. 

Mr. Sterling. The man who owns the land pays for the railroads, 
does he not ? 

Mr. WiLLOCK. The man that owns the land ? 

Mr. Sterling. Yes- he helped pay for the railroad, did he not? 

Mr. WiLLOCK. No; he did not help pay for the railroad. 

Mr. Sterling. Well, where was the wealth produced that built 
the railroad and the highways, if it was not from the farm ? 

Mr. WiLLOCK. It was produced from the land, unquestionably. 

Mr. Sterling. Yes. Now, another thing: You know that land 
retui'ns a less profit on the investment than any other form of prop- 
erty as a class. Do you know that ? 

Mr. WiLLOCK. No; I do not know that. 

Mr. Sterling. You take the farms of the country and they will 
not pay over 3 per cent; they will not pay over 2 J per cent on the 
investment. Now, you would consider tnat a pretty small profit 
on money invested in stocks and bonds, would you not ? 
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Mr. WiLLOCK. Farm lands, of course, do not produce very much 
value; they have not got very much value. Farm land, under a land 
tax, would pay very Ettle, because they have very httle community 
value. The land value of New York-Citj is greater than all the land 
value in the States that went into rebellion from 1861 to 1865. The 
farmer, under a land tax, would pay a very infinitesimal amoimt of 
that tax, because his community value is not great. 

Mr. Sterling. Well, they pay just as much in proportion to the 
value of land, in proportion to their wealth, as a man who owns 
property on Broadway, do they not ? 

Mr. WiLLOCK. No; you see the great proportion of value in the 
farmer's land is not land value; it is improved value; it is the clear- 
ing value; it is the fencing value; it is the bringing to a high state of 
cultivation value. Let me illustrate that 

Mr. FoRDNEY (interposing). Let me ask you, first, this question: A 
few minutes ago you said you would not tax the improvements. 

Mr. WiLLOCK. No. 

Mr. FoRDNEY. Now, you say land has practically no value without 
improvement. Where m the world, then, are you going to get your 
value ? 

Mr. WiLLOCK. No; the land has no value outside of what the com- 
mimity gives it. 

Mr. FoRDNEY. Well, what is the value of 160 acres of land, taken 
up as wild land, by a homesteader — ^what is the community value of 
that property when the man has cleared that up by the sweat of his 
brow and made it susceptible to cultivation, removing the stumps, 
putting up fences, and buildings, and so on? It had a very small 
origind value. 

Mr. WiLLOCK. And the value has not 

Mr. FoRDNEY (interposing). Wait a minute. The Government 
gave the land away years ago. 

Mr. WiLLOCK. Yes. 

Mr. FoRDNEY. Now, the man has gone on and, by his labor, im- 
proved that land. What is the community value oi it ? Give that 
in concrete figures, please. 

Mr. WiLLOCK. The community value has not grown in any way by 
that man adding the improvements to it, unless 

Mr. FoRDNEY (interposing). The building up of the community 
and settling it up has nothing to do with the increased value there ? 

Mr. WiLLOCK. If I could just continue and finish what I wanted to 
say>, I could make it intelligible. 

Mr. FoRDNEY. Well, I wfll let you finish, but so far as I can see you 
are getting into deep water all the time. 

ifi. WiLLOCK. The actual value of that land has not increased any 
by the man clearing it up, fencing it, etc. The only increase that will 
come to that land in actual value is as the community grows up around 
that farm. If that one man clears up a farm in the midst of the 
wilderness, it remains a wilderness value until his neighbors begin to 
come in and do likewise; then there will grow up a community value. 
A community value comes from people, not from improvements on 
the land. 

Mr. FoRDNEY. What is that community value now, as compared 
with the cost of clearing the land and building roads and opening 
up railroads, and all of those things ? 
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Mr. WiLLOCK. That all depends on where this farm is located, and 
how it grows; it changes every year. 

Mr. FoRDNEY. Welli will vou give some concrete case anywhere on 
earth; pick out your own place. 

Mr. WiLLOCK. I can illustrate that, in my own affairs. I bought a 
farm in southern Alabama about 10 years ago, on Pedigo Bay in Bald- 
win County. I bought 100 acres of land fronting on the bay. I 
cleared that land, fenced it, and put it under a state of cultivation. 
During all of those 10 years there has not been one change made 
within some miles of that farm of mine. Outside of my fence is still 
the second growth of pine wood. 

Now, what is the result ? That second-growth pine woods is still 
assessed at $4.50 per acre, as second-growth lana. My httle f arm 
there, because I cleared it, fenced it, put it under a state of cultiva- 
tion,' put a httle shack or so up on it — my checks were the only cash 
current in the conununity down there for aU those 10 years — is as- 
sessed on the basis of about $80 an acre. 

Mr. FoRDNEY. That is land value now, is it? 

Mr. WiLLOCK. No; that is all improvement value. I am illustrat- 
ing the difference between conununity value and land value. You 
understand that Jbhere is no conununity value there at all. 

Mr. FoRDNEY. Wait a minute. If you were asking this committee 
now to put a community value on property, how would you ask us 
to fix the value of your property and other hke prc^erty? What 
tax would the Government get on the community value tax? 

Mr. WiLLOCK. That land would be $3.50 land unquestionably, the 
same as that land on the outside is assessed, the unimproved land. 

Take another instance, the Park Building in Pittsburgh, situated 
at the comer of Smithfield Street and Fifth Avenue, m conversa- 
tion with the superintendent of that building I asked how they 
arrived at the rental values, and he said they put a man on the 
comer; they count the people that pass on both streets; they count 
the vehicles that pass; they get data from the railway company 
regarding the street cars that pass on both streets, and from that they 
figure the rental value. 

And I made the statement that land has no value outside of what 
the community rives it, and he disputed it; and I said, ^'Now, taking 
that data, and Knowing how you renteH that comer to the Riker- 
Hegeman Drug Co., and suppose you would pick that whole business 
up and set it aown in the middle of the Desert of Sahara, would the 
Riker-Hegeman Drug Co. pay you 5 cents a century for it? No; the 
only value that that property has is those people going around that 
comer; in other words, the community value." 

Mr. FoRDNEY. Will you tell this committee how to assess com- 
munity value on property in the city of Pittsburgh ? 

Mr. WiLLOCK. Community value ? 

Mr. FoRDNEY. Yes- that is what you are talking about, is it not? 

Mr. WiLLOCK. Yes. 

Mr. FoRDNEY. Tell us now — give us some figures to show how you 
would impose that tax on property in the city of Pittsburgh. 

Mr. WiLLOCK. I would take the land value assessments of the city 
of Pittsburgh. 

Mr. FoRDNEY. You would do what ? 
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Mr. WiLLOCK. I would take the land value assessments of the city 
of Pittsburgh. 

Mr. FoRDNEY. You do not compare that with your farm down in 
Alabama ? 

Mr. WiLLOCK. No; but I would take the land value assessments of 
the city of Pittsburgh. I am speaking very seriously. That is the 
commimity value. 

Mr. FoRDNEY. All the value of the property in the city of Pitts- 
burgh is the conmiimity value, is it ? 

Mr. WiLLOCK. Absolutely; the people of Pittsburgh; it is the city 
that gives it its value; notmng else; you can not give land any value 
without people. 

Mr. Moore. Suppose vou transfer some of your Pittsbiu^gh land 
over to the Desert of Sahara and use that again as an Illustration. 

Mr. WiLLOCK. It would have no value; there is no community; 
that is the whole idea. 

Mr. FoRDNEY. Just outside of Pittsburgh, how much would the 
community value be on a farm that would sell at $100 an acre? 
How would you figure the conununity value there ? 

Mr. WiLLOCK. At $100 an acre? 

Mr. FoRDNEY. Yes. 

Mr. WiLLOCK. There is one illustration. 

Mr. FoRDNEY. Notwithstanding the fact that wild land might sell 
for $4 ro $5 there, but well improved land might sell at $100 an acre, 
it is all community value, as long as it is outside of the city of Pitts- 
burgh? Is that your idea? 

Mr. WiLLOCK. Why, you take wild land, and the wild land Would 
not be worth- $4 an acre, unless it was situated in the United States of 
America. 

Afr. FoRDNEY. Why? 

Mr. WiLLOCK. Because there is wild land, untold milUons of acres 
of it, on the desert of Sahara, that you could not sell for one one- 
hundredth of a mill a square mile*. 

Mr. FoRDNEY. That land in the desert of Sahara would not be 
worth anvthing after you got it into America; after you got it here 
you coula not raise anvthing on that desert land. 

Mr. WiLLOCK. We have had some deserts in the United States, 
where the land has been made valuable by irrigation: 

Mr. FoRDNEY. Do you compare the land in the United States with 
the land in the desert of Sahara ? 

Mr. WiLLOCK. Well, take some of the good farms in Africa, that 
are not cleared or accessible, and compare it to those in the United 
States. 

Mr. FoRDNEY. How much tax would you put on a corporation? 
You are an officer of a corporation; how much tax would you put on a 
corporation?  ' 

Mr. WiLLOCK. On excess war profits ? 

Mr. FoRDNEY. On any kind of profits. 

Mr. WiLLOCK. I would not tax corporations one penny until I took 
as much of their excess war profits as it is possible to take. 

Mr. FoRDNEY. What is an excess war profit ? How are you going 
to tell this committee to get at an excess war profit ? 

Mr. WiLLOCK. I think the only way this committee could get at 
an excess war profit would be to take the average of the years 1911, 
1912, and 1913. 
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Mr. FoBDNEY. Then the existing law in that respect you think is 
all right ? 

Mr. WiLLOCK. Except in one instance. 

Mr. FoRDNEY. Oh, except in one instance ? 

Mr. WiLLOCK. And that is where it says it makes a minimiun 
profit of 7 per cent for those years and a maximum of 9 per cent. 
That makes it very imfair. No matter what a man could earn 
during the prewar period, without any special privilege and honestly, 
that snoidd not be taxed as a war profits tax; and that 9 per cent 
limitation there was unfair, because it has worked a tremendous 
hardship on a lot of the small firms that have not capitalized their 
firms in order to sell stocks to the pubUc, but have capitaUzed them 
honestly'. 

Mr. FoRDNEY. Let me ask you, then, would you place a heavy tax 
on the profits of corporations above the normal profits made during 
the prewar years? 

Mr. WiLLOCK. I would tax it just so heavily that I could get every 
cent of it, except to leave enough to keep the cupidity of man working. 
Now, that is all. Whether that would be 80 per cent or 90 per cent 
of the excess war profits I do not know. 

Mr. FoRDNEY. Let me interrupt you with a question: The farmer^s 
wheat was selling for 80 cents a Dushel before the war; now it is 
selling for $2.20 a bushel. That is war profits, in your opinion, is it? 

Mr. WiLLOCK. No, sir. 

Mr. FoRDNEY. Why not ? 

Mr. WiLLOCK. The farmer has had a hard row to hoe, and he has 
a hard row to hoe now. 

Mr. FoRDNEY. He has ? Then the difference between 80 cents a 
bushel then and $2.20 a bushel now is a hard-row proposition for a 
farmer, but not so with a corporation ? 

Mr. WiLLOCK. I am not a larmer raising wheat. 

Mr. FoRDNEY. I know; but I am. 

Mr. WiLLOCK. I do not beUeve he should be taxed on that as war 
profit. 

Mr. FoRDNEY. Why should I not be taxed for my war profits on 
my farm, the same as 1 would be on stock that I hold in a corporation ? 

Mr. WiLLOCK. Here is the way I would get it from you : I would 
take it from you 

Mr. FoRDNEY (interposing). But I am talking about the taxes; 
how would you get the taxes ? 

Mr. WiLLOCK. That is what I am teUing vou. I would take it 
from you in your income tax. If that produced for you a large income 
over the years I have mentioned, I would take it from you very 
heavily. 

Mr. FoRDNEY. Then you tax the farmer for his profit on that ? 

Mr. WiLLOCK. In that way, just on the income, 

Mr. FoRDNEY. No; you would tax him just the same as you would 
in any other business. 

Mr. WiLLOCK. Not on the excess profits. 

Mr. FoRDNEY. How are you going to get the money from him then 
on the farm, when he makes money on the farm, or on the corpora- 
iion when he makes money in the corporation? 

Mr. WiLLOCK. The corporation would pay its excess-profits tax 
before any dividends was declared to the farmer stockholder. But 
the farmer is an individual. 
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Mr. FoRDNEY. Yes. 

Mr. WiLLOCK. The corporations that do farming are so few that 
we do not need to consider them, and you would take the individual 
income tax. 

Now, you had a question here before you the other day, regarding 
the taxation of oil lands, under the excess-profits tax. In most cases 
of those corporations the honest ones, at least, the stock is very 
closely held. And that is where a real income tax would come in 
and catch those big earnings from wildcat tmjg, etc., and still not 
discourage them by this war-profits tax. There is a very great 
difference there. 

Mr. FoKDNEY. You say that you would tax incomes of corpora- 
tions when they get above a certain amount 97 per cent? 

Mr. Wellock. No; incomes of individuals. I am speaking of an 
individual income tax. 

Mr. FoRDNEY. Why do you fix. 97 per cent ? Why not make it 98 
or 96 per cent ? 

Mr. Willock. Well, if the individual would still keep working, I 
would just as soon Liake it 98 per cent or 99 per cent. 

Mr. FoRDNEY. Well, do you think that if you taxed him 98 per 
cent he would stop working, but he would work if he was taxed at 
97 per cent ? .  

Mr. WiLLOCK. Well, he might work more at one than he would at 
the other. These large incomes of $1,000,000 a year and upward, 
taxed as thejr are now, it is indefensible, in view oi the sacrifices the 
people of this nation are making. 

Mr. FoBDNEY. What are the taxes now ? 

Mr. Willock. As I have the figures here, an income of $1,000,000 
now pays about $475,000; an income of half a million dollars pays 
about $192,000; and an income of $100,000 pays about $16,000. 
Now, my idea would be to tax that $100,000 man $33,000. 

Mr. FoRDNEY. Are you speaking of individuals now ? 

Mr. Willock. The mdividual — ^not the war profits tax; the indi- 
vidual. That $100,000 man ought to pay $33,000; the $500,000 
man ought to pay $400,000; and the $1,000,000 man ought to pay 
$850,000. . 

Mr. LoNGWORTH. How much money would that raise ? 

Mr. Willock. I have not the figures in my mind. 

Mr. FoRDNEY. If it would raise more than 50 per cent of the 
expenses of carrying on this war, would you still tax it in that way; 
in fact, would you tax it in that way, no matter what it raised ? 

Mr. Willock. Certainly. Every dollar that can be raised by 
taxation without putting a burden on production — without advanc- 
ing the cost of commodities to our people, and when it largely con- 
sists of community values, or war profit values, as it does in the war 
profits tax and in the land tax, should be taken. 

Mr. FoRDNEY. Well, without knowing whether it would raise a 
sufficient amount of money to meet the needs of the Government or 
not, you fix that amount, and you say that ought to be fiixed; you do 
not know how much it would raise, whether it would be a great or a 
small amount; but you say we ought to fix that amount of tax, and 
you have not figured it out and do not know how much it would 
raise. Now, what have you to say about that ? 

64059^18— No. 16 2 
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Mr. WiLLOCK. I have not come here prepared to suggest to you 
gentlemen an entire revenue bill. 

Mr. FoRDNEY. You came here prepared to enlighten this com- 
mittee, did you not ? 

Mr. WiLLOCK. I came here to give you — ^yes, sir — ^my ideas of 
what an equitable tax and a remunerative tax would be. I have 
suggested a verygreat advance on income taxes under the last bill. 

Mr. Rainey. Would you tax a man with a family on an income of 
$1,000 as much as they tax him in England? 

Mr. WiLLOCK. I do not know what they tax him in England. 
What do they tax him in England ? 

Mr. Rainey. We tax him more here than they do in England. 

Mr. WiLLOCK. Then, I would tax him more than they do in Eng- 
land and more than they do here. 

Mr. Rainey. The total English tax on an income of from $500,000 
to $600,000 is 52.5 per cent; in the United States it is 54 per cent. 
On an income of $1,000,000 it is 52.5 per cent in Great Britain and 
65 per cent in the United States. We have gone higher than England 
in the tax on large incomes. 

Mr. WiLLOCK. I am very glad to know that; but there is no reason 
why we should weary in well-doing. 

Mr. Fordney? Why are you glad to know that ? 

Mr. WiLLOCK. Because tne strong man must bear th'e burden of 
fighting in the trenches; and the strong dollar should bear the burden 
of paying the biUs. 

Mr. Fordney. Are you taxing the strong man by doing that ? 

Mr. WiLLOCK. Yes. 

Mr. Fordney. Where does he get his money — the strong man that 
you are talking about ? 

Mr. WiLLOCK. Where does he get it from ? 

Mr. Fordney. Yes. 

Mr. WiLLOCK. From returns on his investments. 

Mr. Fordney. Well, who pays him the returns on his investments ? 
Who pays him his profits ? 

Mr. WiLLOCK. The people that he does business with. 

Mr. Fordney. Well, do they not pay it over to him when he pays 
it to the Government as a tax ? 

Mr. WiLLOCK. Yes; but this income tax can not be passed to the 
consumer. 

Mr. Fordney. It can not. 

Mr. WiLLOCK. No. 

Mr. Fordney. My friend, can you point out a dollar of income tax 
that is not passed on to the consumer ? 

Mr. WiLLOCK. That is not passed? Yes; you can not pass one 
dollar of income tax in an added price to the consumer. 

Mr. Fordney. My friend, let us work that out right here. Suppose 
you and I are engaged in an industry producing the same article. 
You would charge up to your cost of production all of your costs, 
including your regular taxes, would you not ? 

Mr. WILLOCK. Yes, sir; but not my income tax. 

Mr. Fordney. Yes, you would. 

Mr. WiLLOCK. No, sir. 

Mr, Fordney. Then you would go broke, if you did not. 

Mr. WiLLOCK. No, I would not go broke. 
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Mr. FoRDNEY. Then you would not be able to pay any tax next 
year. My friend, we are in deep water. If you do not charge up all 
your cost of production, you are going to go broke, are you not ? 

Mr. WiLLOCK. Yes, sir. 

Mr. FoRDNEY, Then, if you do not charge up your taxes, including 
your income tax, you are not a good business man, and you will surely 
go broke. 

Mr, WiLLOCK. Just let me explain that to you. Suppose I have a 
business— — 

Mr. FoRDNEY (interposing). Now, how can I pay a large tax, a 
heavy tax, and not charge it up to my cost of production and make a 
reasonable profit, and not go broke; please tell me that? 

Mr. WiLLOCK. You are not differentiating between the effect Of 
diflferent taxes. 

Mr. FoRPNEY. What? 

Mr. WiLLOCK. You are not diiferentiating between 'the effect of 
different taxes. 

Mr. FoRDNEY. Well, there is no way to differentiate between your 
income tax and any other tax in that way ? 

Mr. WiLLOCK. Oh, yes, there is. Let me explain how to differ- 
entiate. 

Mr. FoRDNEY. Go ahead. 

Mr. WiLLOCK. If we are manufacturing socks, and there is a tax 
of 25 cents a pair put on socks, we immediately add the tax to the 
price, and the consumer pays it. 

Mr. FoRDNEY. Why, certainly. 

Mr. WiLLOCK. But if we are manufacturing socks, and there is no 
tax on socks, but we are each earning $10,000 a year, and we clear 
that much money, and we have a 50 per cent income tax imposed 
on us, we each take after the year is over, the business transacted, 
the business done, and we take $5,000 of that $10,000 profits and 
pay it as income tax. It can not be added on the socks. 

Mr. FoRDNEY. My friend, wait a minute. Mr. McAdoo, a very 
intelligent gentleman, and a good friend of mine, of whom I am very 
fond, and also the President of the United States, who is supposed 
to be a very intelligent gentleman, have said to this committee, when 
we wanted to postpone the framing and passage of this bill until next 
winter, ^'It is not practicable, for the reason that we want the people 
of the country to Know how much we are going to tax them, so that 
they can add it to their costs this year, and be able to pay it.'* 

Now, that is their opinion. What do you say their opinion is worth ?. 

Mr. WiLLOCK. I say it is worth a tremendous lot. I have a great 
admiration and respect for the President and the Secretary of the 

Treasurv. 

Mr. FoRDNEY. And then you still say that this income tax will not 
be added to the cost of production ? 

Mr. WiLLOCK. Yes; but let me give you this idea: The President 
of the United States and the Secretary of the Treasury wanted the 
people to know, when they paid their income tax, when thev were 
figuring this year on their current expenditures for this year, now to 
cut their cloth according to what you were going to leave them. If 
a man earned $100,000 this year he knew he was earning it from time 
to time and he lived accordingly, and he had in his mind the income 
tax of 1917 under which he would pay $16,000 or $18,000 and he 
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had spent all of his income except the $16,000 or $18,000, and that 
next session you come along and put a tax of 50 per cent on $100,000 
incomes, and that would put him in a very serious position because 
he has spent some of the money he should have saved. 

Mr. FoRDNEY. You have explained that to my satisfaction but 
you have not changed my opinion. Suppose you are manufacturing 
shoes and the price of shoes — I purchased a pair of shoes of a make 
that I have been accustomed to wearing for several years, because 
they fit me satisfactorily, and I purchased them for $4 a few years 
ago, and now I pay $7. Who pays the extra cost on that? 

Air. WiLLOCK. 1 ou pay it. 

Mr. FoRDNEY. That is just what I am talking about. You say 
that the manufacturer does not make it over to tne consumer. 

Mr. Wellock. You are confusing income tax and excess profits tax. 

Mr. FoRDNEY. Oh, no. 

Mr. WiLLOCK. That man would pay — a certain proportion of the 
excess war-profits tax would not be passed on to the consumer. 

Mr. FoRDNEY. Who would pay it ? 

Mr. WiLLOCK. How would you make up your tax returns ? 

Mr. FoRDNEY. I know that m my own case I put in all my costs of 
production, everything that I paid out, taxes, insurance, deprecia- 
tion, labor, raw material, and every other charge. 

Mr. WiLLOCK. Did you put in your excess-profits taxes? 

Mr. FoRDNEY. Wait a minute now. When I paid my taxes it was 
the difference between what I sold and what tne business cost me. 
That was my profit, and I paid all my taxes out of that. Didn't you 
do that? 

Mr. WiLLOCK. No; because the examiner would come back and 
bring me a refimd. You can not put into a statement as an offset 
income tax and excess-profits tax. Those are taxes that will not be 
allowed. 

Mr. Hull. This was in the last act, 1917. 

Mr. Garner. I would like to relieve the situation between you and 
Mr. Fordney, by telling you that you are both wrong. Th^re are 
certain income taxes that the consumer pays, and certain others 
which he does not p*ty. 

Mr. WiLLOCK. I am speaking of the individual income tax. 

Mr. Fordney. I am glad to be corrected. My wife often corrects 
me. But I would Uke to know where I am wrong, and where you are 
right. 

Mr. WiLLOCK. Let us get back to this question of holding the title 
to land. 

Mr. Hawley. Before you take that up, I would like to ask you a 
question. If you take so large a proportion of the income as you 
propose, what will be left to the individual or corporation for better- 
ments of his business ? 

Mr. WiLLOCK. Betterments should not be made put of income. Bet- 
terments should be made out of new capital. That has been a fallacy 
that betterments should be made from earnings. 

Mr. Hawley. If everybody pays his surplus income all into the 
treasuiy where is this new capital to be obtained. 

Mr. WiLLOCK. Here is what I meant by my remark. I hve in a 
little community out from Pittsburgh. They spent $5,000 about 30 
years ago in casn to put in the waterworks in that community. The 
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earnings have been large. They have been paying 6 per cent divi- 
dends, and their surplus they nave been putting back in to their 
business right alon^, been earning 110 ana 150 per cent, but have 
been putting that nght back into the business right along until now 
the question comes up about the rate the company is charging and 
that company goes before the public service commission and attemps 
to prove an investment of $800,000 on the land. There was only 
$5,000 put into that land, in cash money. Now they try to collect 
water rates based on an investment of $800,000, the investment 
consisting of very large earnings taken out of the people. Those 
should have been proper subjects for taxation at a time of this kind. 

Mr. Hawley. My question was not based on a business that 
watered its stock as you suggest, but on a legitimate business which 
must make some betterments in order to care for its growing business 
and maintain its plant. If you take all they get out of their business 
in the year, and everybody else what they get out of their business 
in a year, for taxes, where would you nnd that money for these 
betterments. 

Mr. WiLLOCK. The income tax law allows a proper percentage of 

{profit. They allow them their prewar profits and then they go 
urther than that and say we will allow you up to 7 per cent, if you do 
not make that much. That is an adequate return on the capital 
invested, and keeping up the plant is not something that comes out 
of the profits. It is deducted before the 7 per cent is considered 
earned. It is already out and into buildings in addition to the plant, 
and in batterments, in replacing worn out machinery. Any new 
machinery must be taken out of new capital, out of the savings those 
people make from that 7 per cent that is allowed them, because all 
the capital in the world, all we call property in the world is nothing 
but the accimiulated savings from the people. 

Mr. FoRDNEY. You spoke about taxmg corporations. How much 
normal tax would you put on corporations ? 

Mr. WiLLOCK. Do you mean excess profits — excess war-profits 
taxes? 

Mr. FoRDNEY. I am talking about the normal tax. The normal 
tax is not an excess war-profits tax. 

Mr. WiLLOCK. I am not speaking of the normal tax on corpora- 
tions, because I am o[)posed to normal taxes on corporations. Nor- 
mal taxes on corporations are the kind that are always added in the 
Krofits and paid by the people. They are the taxes that are the most 
armful of all taxes. 

Mr. FoRDNEY. I wanted to know whether or not you would tax a 
corporation the normal tax. 

Mr. WiLLOCK. No. 

Mr. FoRDNEY. What excess-profits tax would you put on them? 

Mr. WiLLOCK. I would take every dollar of excess profits, of war 
profits. 

Mr. FoRDNEY. Don't get in that war profits. 

Mr. WiLLOCK. That is the only way we can speak of excess profits. 

Mr. FoRDNEY. You can define between the two. 

Mr. WiLLOCK. I can define between the two. 

Mr. FoRDNEY. You have been so clear on the other facts I thought 
you mi^t be on that. I haven't heard anything very clear from 
you. What do you call war profits and those excess profits? 
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Mr. WiLLOCK. I call war profits profits earned in the great majority 
of manufacturing businesses since August, 1912. 

Mr. FoRDNEY. The great majority. What minority would you 
exempt ? 

Mr. WiLLOCK. I do not have in mind any. That is the reason I 
spoke of the great majority. 

Mr. FoRDNEY. Why don't you say all ? 

Mr. WiLLOCK. I don't want to be too inclusive. 

Mr. FoRDNEY. Why not ? 

Mr. WiLLOCK. Because I might be unfair. There may be some 
exceptions. 

Mr. FoRDNEY. How would you impose that tax on excess profits? 

Mr. WiLLOCK. What was made over the average of the years 
1911, 1912, and 1913. 

Mr. FoRDNEY. Suppose they didn't make anything ? 

Mr. WiLLOCK. I would allow 6 or 7 per cent profit. 

Mr. FoRDNEY. You would allow them some profit. 

Mr. WiLLOCK. Yes. On that basis because there are many firms 
getting into business. I would not work any hardship on business 
at all. 

Mr. FoRDNEY. What does your corporation produce ? 

Mr. WiLLOCK. Petroleum oils. 

Mr. Garner. Let me ask a question. You are contending that 
you would base the war profits or excess profits, whatever you want 
to term it— they are all tne same ? 

lifr. WiLLOCK. Yes. 

Mr. Garner. On the prewar period, and you would take all in 
excess of the average that had been made in 1911, 1912, and 1913? 

Mr. WiLLOCK. Yes, sir. 

Mr. Garner. Now, we wiU take Mr. Ford, for instance. He made 
a greater profit in 1911, 1912, and 1913 than he is making now. 
You would exempt him entirely ? 

Mr. WiLLOCK. From the war profits tax, but you would tax him 
on this tremendous income tax that I propose. 

Mr. Garner. You would take a few companies that are making 
tremendous profits, that were making tremendous profits then, and 
you would exempt them from the entire excess-profits tax ? 

Mr. WiLLOCK. This tax is called an excess war profits tax. 

Mr. Garner. There are two kinds of taxes. You use two terms. 
There are two well defined ideas in this country, one of them is an 
excess war profits tax, so called. That is based on the average earn- 
ings of corporations or individuals for the prewar period. Then 
there is another called an excess-profit tax which is based upon the 
excess of profits above a certain amount. Now, you could have two 
profit taxes, so-called profit taxes, one war tax, the other excess- 
profits tax, and apply tnem so as to catch them either way. It seems 
to me that when you levy that kind of taxes you are going to compli- 
cate the situation and have more criticism that it is so complicated 
that nobody could make out his returns. 

Mr. WiLLOCK. Let me illustrate this. Excess profits can only be 
earned in two ways. They may be earned perfectly honestly, eco- 
nomically speaking, by a man by outstanding sheer ability, like 
Henry Ford. I do not think the public depreciate earnings like 
Henry Ford has made under such conditions. We rather admire a 
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man that can by sheer force of ability pile up such earnings, but, on 
the other hand, there are some businesses that are eammg excess 
profits hy a great privilege that has been given to them. Now, I 
don't thmk it fair to put the excess-profits tax on all corporations, 
thereby fining the man of outstanding ability and industry in order 
that you may catch the man who has made unholy earnings through 
privilege that has been extended to him. In other words, remove 
the pnvilege and then he will not have those excess-profits taxes 
from wrong sources. 

Mr. Garner. You want to go before the judicial committee with 
reference to removing privileges. 

Mr. WiLLocK. No; this last tax will do that. 

Mr. Garner. Why hi war times should anybody be permitted the 
right to make a large profit after paying all expenses and interest 
charges, and have a net profit ? How would you get your tax from 
a corporation which is honestly run ? 

Mr. WiLLOCK. In this way, tax his excess war profits, take all 
that it is practicable to take, at least 80 per (^ent, then tax the incomes 
that I spoke of. All these big earnings that would not be caught 
as excess war profits would go into incomes and be caught there. 
If some poor man with an income of $3,000 were left out, they are 
so few that you would have to hunt for them with a microscope, 
that happened to have a share in these corporations that are earnmg 
such large profits. You would find that all these big copper com- 
panies tnat are earning such tremendous earnings that their stock 
is not distributed among the poor people, but it is distributed among 
men who could well afford to pay it. 

Mr. FoRDNEY. How about the American Steel Co. ? 

Mr. WiLLOCK. That stock is more widely distributed than any 
other corporation in the country, and at the same time if any little 
employee of the steel company has a few shares of stock, and his 
total income is not more than $3,000, in times like this let him have it. 

Mr. Garner. In other words you would lose $33,000,000 income 
tax paid by the Steel Corporation, because you would not levy any 
income tax against corporations ? 

Mr. WiLLOCK. I would levy this excess war profits tax. 

Mr. Garner. Excess war profits would not get it out of the steel 
company. 

Mr. WiLLOCK. Aren't they earning excess war profits? 

Mr. Garner. Yes; but nothing like $33,000,000, based on the 
prewar conditions as you base it. 

Mr. WiLLOCK. If we take 80 or 90 per cent of the excess profits 
of the country and the income, that won't leave any man in this 
Nation over $100,000 income. We will have a tremendously greater 
income than we ever had before from these sources. 

Mr. FoRDNEY. Do you know that that is so ? 

Mr. WiLLOCK. I know as well as I know anything. 

Mr. FoRDNEY. You haven't figured it out but you know it is so. 

Mr. WiLLOCK. Yes. 

Mr. FoRDNEY. You made the statement that makes me feel that 
T can ask the question that I am going to ask. You say this would 
increase your taxes. You are engaged in the oil business ? 

Mr. WiLLOCK. Yes, sir. 
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Mr. FoRDNEY. What were your profits before the war, and what 
are they now ? 

Mr. WiLLOCK. 1 can give you them exactly, sir, I think. 

Mr. FoRDNEY. I would not ask you that question if you had not 
made that statement, because I think it is very personal. 

Mr. WiLLocK. I do not hesitate to give you aJl tne information that 
I have. In 1911 our company paid $110,000 dividends. 

Mr. FoRDNEY. On how much capital ? 

Mr. WiLLOCK. $400,000. In 1912, $90,000 and in 1913, $150,000. 

Mr. FoRDNEY. How much since ? 

Mr. WiLLocK. 1914, $90,000; 1915, $95,000; 1916, $240,000; 1917, 
$290,000. 

Mr. FoRDNEY. You have made a good fair profit. 

Mr. WiLLocK. Sure, and we want to pay it to the Government. 

Mr. FoRDNEY. Oh, we will take it; don't you worry about that. 
We will get it. 

Mr. WiLLOCK. I was very sorry you did not get it last year 
because you missed a fine juicy melon. 

Mr. FoRDNEY. You are one of the fellows that love to see the other 
fellow pay his money. You say that last year you made $290,000 on 
$400,000 ? 

Mr. WiLLOCK. That was the dividend. The last year, up to the 
end of the present fiscal year, it has been $150,000. We jumped 
down on excess war profits. You see what it does now. 

Mr. FoRDNEY. You paid $290,000 in dividends. Hdw much were 
the taxes ? 

Mr. WiLLOCK. I do not have those with me, but they were not 
much. 

The Chairman. How much were the total earnings? You paid 
$290,000 dividends. 

Mr. WiLLOCK. That was the total. But this year the excess war 
profits tax will cut down our earnings. 

The Chairman. You are not making so much this year exclusive 
of the war profits ? 

Mr. WiLLOCK. This $290,000 only got caught to the extent of about 
$30,000. 

The Ch'airman. Before any tax levy, how much were the earnings 
of the corporation this year as compared with last? 

Mr. WiLLOCK. About the same, maybe $300,000, about the same. 
I don't have it exactly in my mind. 

Mr. FoRDNEY. Seventy-five per cent of the capital ? 

Mr. WiLLOCK. Yes; but that again was the personal business of 
my father, established 40 years ago, only incorporated at his death, 
10 years ago; when it was incorporated all the stock being held by 
mys3lf and my brothers and sisters. 

Mr. FoRDNEY. You are lucky boys. 

Mr. WiLLOCK. And the business was not earning as much then as 
it does now. 

Mr. FoRDNEY. The father did not make as much money as the 
bovs ? 

Mr. WiLLOCK. Not quite as much, but he laid the foimdation, but 
when that business was incorporated we did not incorporate the busi- 
ness to sell stock. We didn't incorporate merely for the sake of in- 
corporation. There were actual physical assets of over $600,000 in 
the business. 



BEVENUE BILL. 1115 

Mr. FoEDNEY. Were the profits put back into the business or was 
that original capital ? 

Mr. W ILLOCK. This business was all built up out of nothing. 

Mr. FoRDNEY. A few minutes ago you advocated that original capi- 
tal be put in. 

Mr. WiLLOCK. When you are taxing profits you must consider 
profits as not going back into the business. 

Mr. FoRDNEY. You would not have other corporations build up 
that way ? 

Mr. WiLLOCK. Ours should not have been permitted to build up 
that way. 

Mr. FoRDNEY. Why did you do it ? 

Mr. WiLLOCK. Because there was no tax of that kind. 

Mr. FoRDNEY. You were not prevented by law ? 

Mr. WiLLOCK. Absolutely. 

Mr. Moore. You are entirely permitted by law? It was not a 
question of violating law, was it ? 

Mr. WiLLOCK. There was no moral wrong there. The wrong is 
economic that we permit these things to happen. 

Mr. MooRE. Let me ask you if other people do not do business in 
the same way. 

Mr. WiLLOCK. We compete with the Standard Oil Co., so you know 
we had no easy time. 

Mr. Moore. There is nothing wrong about this kind of business. 
It is commendable. 

Mr. WiLLOCK. I think if people can do that with the competition of 
the Standard Oil Co. they are to be commended. 

Mr. Moore. They do it in the lumber business, the cotton business, 
and the farming business. What is wrong about it? I think the 
gentleman has tne right to respect for making a success of his business. 

Mr. FoRDNEY. The onljr criticism I have to offer to your state- 
ment — all corporations build up where they can as you did. It is 
legitimate. 

Mr. WiLLOCK. Absolutely. 

Mr. FoRDNEY. But you take the exact position that Andrew 
Carnegie did in occupying the spot right where you stand now, that 
he built up his great industry under a protective tariff and the moment 
he sold out he wanted free trade. You have built up this plant from 
the foundation, 8Hid you want to stop other people doing the same, 
but to pay it out of original capital. 

Mr. WiLLOCK. Here is the pomt, there was no privilege there, there 
was no taxing of corporations at that time at all. 

Mr. FoRDNEY. That has nothing to do with the principle. You 
say it should not be permitted at all ? 

Mr. WiLLOCK. From an economical standpoint it should not have 
been permitted. 

The Chairman. I think you have made a remarkable success and 
deserve it. What amoimt of taxes, income and excess-profits taxes, 
did you pay for the fiscal year ending this last May ? 

Mr, WiLLOCK. That will depend, Mr. Kitchen. 

The Chairman. Haven't you figured it out ? It is due. 

Mr. WiLLOCK. We haven't figm*ed it out closely. Our auditors 
are at work on the statement this week, and I expect the statement 
Saturday. I think it will run to $120,000 or maybe $130,000. The 
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four months' tax for last year that we had to pajr in May ran $38,000. 
I have those figures exactly in my mind. That is a matter of appeal 
now on accomit of om* low capitaiization, being imder the actual cash 
invested. We just laid our cards on the table and asked for equity. 

Mr. Moore. I would like to ask you a question or two. mr. 
Fordney has pressed you pretty hard on these questions. Of course, 
it grows out of a desire to fulfill the mission of this committee to 
obtain more revenue. 

Mr. WiLLOCK. I appreciate that. 

Mr. Moore. You nave presented some views for raising revenue 
which are not in harmony with the views of this committee. You 
are willing to share your proportion of the increased tax ? 

Mr. WiLLOCK. Surely. 

Mr. Moore. I do not quite understand your suggestion there as 
to income tax. You said in answer to a question oy Mr. Fordney, 
if I recall, that an income tax might go as high as 97 per cent. 

Mr. WiLLOCK. On the very large incomes; that is what I meant. 

You were probably not in when I spoke of that. Just for your 
benefit I will say that I proposed starting in with a tax of 3 per cent 
on $3,000, with $500 for exemption for wife or husband, as the case 
may be, and the same amount for each child, and a surtax of 1 per 
cent for each additional $2,000 up to $50,000, and of the same amount 
on each additional $1,000 from $51,000 to $150,000. Under this tax 
a person with an income of $25,000 would pay approximately $2,100 
against $1,900 under the present tax, and an income of $50,000 would 
pay $7,300 as against $5,300 under the present tax, and an income 
of $100,000 woiUd pay $33,500 as against $16,300 under the present 
tax, and an income of $500,000 would pay $415,000 as against $192,000 
under the present tax, and the $1,000,000 would pay $895,000 as 
against about $475,000 under the present tax. 

Mr. Moore. You have a graduated scheme. I was thinking of the 
small income taxpayer in connection with the tax exemption. You 
think the income tax should be paid as long as the man keeps 
working? 

Mr. WiLLOCK. Just as the draft on the man. We took the strong 
man whose taking will least affect those that remain. We take the 
strong dollar whose taking will least affect these that remain. 

Mr. Moore. I understand your point as to that, but I can not see 
how the corporation can keep working and you tax it almost to the 
limit during the war period, and it still can keep working. I can 
understand how the strong man, the individual man, can keep on 
working so long as he has his strength, but there comes a time when J 
the man of smtOl income who pays a small income tax has no strength | 
and is not able to go forward. He must stop ; and I wanted to ask 
you how your scheme would work as applied to that individual in- 
come taxpayer who has been paying out aU the traffic will bear up 
to the time he is no longer a strong man and wants to retire? 

Mr. WiLLOCK. My idea is that the man with $3,000 would only pay 
$90 a year, and he would have an exemption of $500 for a wife, and 
he ought to have that for each child. 

Mr. Moore. He is all right so long as he is able to work. 

Mr. WiLLOCK. Then his income would drop below $3,000 and he 
would not pay any tax. 
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Mr. Moore. But he has no reserve. What are we going to give to 
that man who has lost the power to continue. You see you have 
taken away everything that he had. 

Mr. WiLLOCK. But only $90 a year, that $3,000 man. 

Mr. Moore. I understood you to say that you were wilhng to tax 
him along with the larger concern as far as he could stand it. 

Mr. WiLLOCK. I should want to tax him light. I should want to 
make it as light on the man of ordinary income as possible because of 
the increased cost of Uving. Most of the men of that character are 
men whose salaries have not increased with the increased cost of 
living. 

Mr. Moore. If in your present statement, your graduated scheme 
contemplated a Uving chance for the strong man who became weak, 
my questions do not apply. 

Mr. WiLLOCK. Absolutely. The very wealthy, a man with an 
income of $1,000,000 would have $100,000 a year left, and he ought 
to be able to struggle along on that and put a few cents by for a 
rainy day. 

Mr. FoRDNEY. How much do you think capital ought to be per- 
mitted to retain before it pays taxes ? 

Mr. WiLLOCK. That develops itself into two classes, in ordinary 
times and in war times. I have thought a great deal about a manu- 
facturing man that goes into business now. Unless he has some 
Government arrangement, under which they are going to take the 
plant off his hands, a man that goes. into an essential industry — rand a 
nonessential industry- should not have any consideration at all — 
a man in an essential industry should receive very careful considera- 
tion at the hands of this committee, and he should be allowed 10 or 
12 per cent before he is taxed for war profits, because we want, some 
new industries just now. 

Mr. FoRDNEY. Do you think every corporation ought to receive it ? 

Mr. WiLLOCK. No, sir. I am speaking about new essential busi- 
nesses which must be estabhshed. 

Mr. FoRDNEY. I am not talking about the ones going into business 
now, but corporations that have been in business for a long time. 
How much income ought they to be permitted to make on the actual 
capital invested before paying a tax ? 

Mr. WiLLOCK. I am not interested in taxing corporations ordi- 
narily. Their earnings are divided into two classes. One is the 
exceptional class that forces its business to the front, like the Ford 
business, and that industry, that management should not be taxed ; 
it ought rather to be boosted instead of fined. Then, on the other 
hand, there are corporations that have had large increases by holding 
out ore lands and coal lands and that sort of thing, and they should 
have that privilege taken away from them, and then we need not 
worry about their excess profits. 

Mr. FoRDNEY. Let me see if I understand you. Do I imderstand 
you to say that you think corporations should not be taxed; old cor- 
porations should not pay any tax at all ? 

Mr. WiLLOCK. They should pay no tax at all, but the privilege ex- 
tended to many of them should be withdrawn. 

Mr. FoRDNEY. What privilege do you refer to ? 

Mr. WiLLOCK. The privilege, for instance, of the United States 
Steel Co. buying up most of the State of Michigan as ore land and 
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hoiding it as ore land, and there I should add to that tax on account 
of the unearned increment. Every year the value of those lands is 
increasing, and then adroit lawyers come down here before you gen- 
tlemen and try to prove to you how much more it costs to make iron 
in America than it does in other coimtries, when the great cost is the 
inflated value that they have put on their ore lands in Michigan. 

Mr. FoRDNEY. Suppose I agree with you on that proposition. 

Mr. WiLLOCK. I would be glad to have you. 

Mr. FoRDNEY. How did you build up your industry? The same 
way as the United States Steel Co ? 

Mr. WiLLOCK. We have no privilege, and the Republican Party has 
been putting oil on the free Ust. 

Mr. FoRDNEY. We might run abreast on that question. How did 
you build up your own industry, if you did not build it up just hke the 
United States Steel Co. built up theirs? 

Mr. WiLLOCK. Just the opposite way. We bought crude oil. We 
had no investment in oil lands. 

Mr. FoRDNEY. Wait a minute; don't go off half-cocked. You 
bought crude oil and made a profit out of it. 

Mr. WiLLOCK. I will have to answer it in my own way. 

Mr. FoRDNEY. Did you or did you not ? 

Mr. WiLLOCK. You can almost prove that an industry wore tails 
and horns if you confine a person's answers to yes and no. 

Mr. FoRDNEY. But did you make a profit on it ? 

Mr. WiLLOCK. We buy crude oil and we have made a profit on it. 

Mr. FoRDNEY. And when the steel company purchased ore in the 
ground, they bought it at the market value, or they could not have 
bought it. 

A£*. WiLLOCK. Yes, sir. 

Mr. FoRDNEY. They take it from the ground and convert it. 

Mr. WiLLOCK. I am not speaking of that class of the profit. I was 
speaking of the profit that they added to the ore before they con- 
verted it. 

Mr. FoRDNEY. How much ? 

Mr. WiLLOCK. Their books would show. I do not know. 

Mr. FoRDNEY. No; but you are telling us. What do you know 
about it ? 

Mr. WiLLOCK. I know the general facts of the case. I do not know 
any specific facts. 

Mr. FoRDNEY. Do you know whether or not they are charging up 
to the cost of production more than they paid ? 

Mr. WiLLOCK. I do know. 

Mr. FoRDNEY. How ? 

Mr. WiLLOCK. Because it is common talk. 

Mr. FoRDNEY. Common talk. What do you know about what 
they are doing? Do you admit that you don't know what they are 
charging for ore ? 

Mr. WiLLOCK. But I do know what thev are charging for ore. 

Mr. FoRDNEY. How do you know except by common gossip through 
the newspapers and talk? 

Afr. WiLLOCK. I know it from people whom I consider very 
authoritative. 

Mr. FoRDNEY. Then you know from the inside ? 

Mr. WiLLOCK. From people who are closely connected with the 
company. 
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Mr. FoEDNEY. Do you know anything about what they are 
chargii^on their books? 

Mr. WiLLOCK. I never saw their books. I know they are doing 
it right along. 

Mr. FoRDNEY. How do vou know it ? 

Mr. WiLLOCK. Do you Know how the sun came up this morning ? 

Mr. FoRDNEY. Yes; I saw it rise when it was clear. I can see tne 
sun rise, but I can not see in the books of the United States Steel 
Co. I do not know anything about what they charge. I suppose 
they doiust as you do. I don't know anything about you now. 

Mr. WiLLOCK. As a matter of fact the sun does not rise. 

Mr. Sterling. Is that all, Mr. Fordney? You gave as your 
opinion that we ought to raise at least one-half of the revenue by 
taxation, did you not ? 

Mr. WiLLOCK. Yes; I thought that would be possible. 

Mr. Sterling. Now, you did not give any reason for that. What 
is your reason ? 

Mr. WiLLOCK. We could raise billions. 

Mr. Sterling. Whether we could or not, why do you think we 
should pay one-half of the cost as we go? 

Mr. WiLLOCK. Because in the trenches they are paying the price 
now, and the doUars at home can at least be as patriotic and pay the 
price now. Any tax that is left off to-dav, any just tax that is 
left off to-day and put on posterity in the form of bonds, is simply 
making the world less safe for democracy, which we are fighting for. 
We have got to have a very real thing for those boys when they come 
home that have been fighting to make the world safe for democracy. 
We have got to give them a democracy that is worth the fight, and 
we can't give them a democracy that is worth the fight when we tell 
them that we have not taxed the dollar as we have taxed the men, 
when we bring them home maimed and crippled, and they have to 
dig and labor all their lives to pay these bonds that we should have 
paid out of our excess war profits, out of our tremendous incomes, 
out of our unearned increment. They won't respect us very much. 

Mr. Sterling. Now, what difference does it make to posterity 
whether we save a lot of money as we go along, and let them take it 
and pay for the bonds, or pay as we go along and not leave posterity 
anytning as a working capital ? 

Mr. WiLLOCK. We will leave posterity everything. The only ques- 
tion is now we are leaving it on a few. If we take it in the kind of 
taxation I speak of, we will only bear on 10 or 15 or 20 per cent of 
the people. 

Mr. Sterling. Do you know how much the wealth of the coimtry 
increases year by year ? 

Mr. WiLLOCK. Well, I have understood that it was somewhere 
about $50,000,000,000. 

Mr. Sterling. It has been estimated from $40,000,000,000 to 
$80,000,000,000, which is a good deal. 

Mr. WiLLOCK. A big increase. 

Mr. Sterling. Do you think that it is better now that we pay all 
this increased wealth year by year and pay the expenses of the Gov- 
ernment as we go along and leave no accumulations for posterity, or 
whether we shaS only pay part of these expenses as we go along and 
leave some of these expenses to pay and leave them a little working 
capital to do business with ? 
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Mr. WiLLOCK. I would pay as we go along, so far as it may be pos- 
sible. Posterity will recover a great deal more rapidly witnout the 
bonds than witn them. 

Mr, Stealing. It is in the Nation. We can consider it now in the 
sense of a great national necessity. 

Mr. WiLLOCK. Yes. 

Mr. Steeling. And won't the boys in the next generation be just 
as well off if we leave a few bonds to pay off, if we also leave some 
wealth to pay them with ? It won't make any difference one way or 
the other, will it ? 

Mr. WiLLOCK. The boys will not have the money to pay off the 
bonds, but tlie people that you leave with the money won't pay them. 
There will be no excess war profits thea to tax after the war. Whj^ 
not take them now when the war creates them. Take the profits, if 
the war creates them, to pay the expenses of the war. Are any of 
the equities violated in that statement ? If a war creates values, take 
them. Are any of the equities violated by taking those values for 
paying the bills of the war? 

Mr. LoNGWORTH. Do I understand that all the war expenses should 
be raised by taxes ? 

Mr. WiLLQCK. I do not think it would be possible to raise them 
all, but as much as possible. 

Mr. LoNGWORTH. And you say that is the only way to make this 
country safe for democracy? 

Mr. WiLLOCK. Absolutely. 

Mr. LoNGWORTH. Was the country safe for democracy at the close 
of the CivU War ? 

Mr. WiLLOCK. At the close of the Civil War we had an entirely 
different condition existing. The great West was open to home- 
steaders at the close of the Civil War. We were a new country, and 
very largely the West was settled by the boys who had spent four 
years in the war and refused to settle down to humdrum economic 
conditions of the home, and they went on to the West and made a 
great coimtry. There is no such place for those boys to-dav. Let 
me ask you — ^we have got a million men in the Army to-day and 
we have millions of mimition workers, at high wages. Eighty per 
cent of those men are earning higher wages than tney ever earned 
before. After the war is over and we ask these men, particularly 
these soldiers, to come back and pick up the tin dinner bucket, and 
go back into the mill at $1.50 to $3 and live in a three-room tene- 
ment, will they think that that is what they fought for in France ^ 
Will they thinK that that is the fruition of democracy? I can not 
conceive it. We have got to give them a better world than that. 

Mr. LoNGWORTH. Do you know of any war that was ever financed 
on a 50-50 basis ? 

Mr. WiLLOCK. I am not familiar with the matter. 

Mr. LoNGWORTH. Btit you are here as an expert trying to convince 
the committee. 

Mr. WiLLOCK. No; I am here merely to make certain suggestions. 

Mr. LoNGWORTH. Do you know how the Civil War was financed ? 

Mr. WiLLOCK. No. 

Mr. LoNGWORTH. Any war ? 

Mr. WiLLOCK. No. 

Mr. LoNGWORTH. Or how France and England are financed ? 
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Mr. WiLLOCK. Not closely, only I have information that England 
is doing well on the excess-profits tax at 80 per cent. 
Mr. LoNGWORTH. But do you know how much she has received ? 
Mr. WiLLOCK. No; I do not. 

Mr. LoNGwoKTH. Don't know any of those questions ? 
Mr. WiLLOCK. No. 

Mr. LoNGWORTH. And yet you are here to advise us on financing 
the war ? 

Mr. WiLLOCK. Not wholly, only a few parts. I do not think it is 
altogether important what has been done. I know that is the view 
of lawyers — ^but what can be done. 

Mr. LoNGwoRTH. You wouldn't issue any bonds at all? 
Mr. WiLLOCK. Oh, yes. 
Mr. LoNGWORTH. Why? 

Mr. WiLLOCK. Because we could not raise enough by taxes. 
Mr. Hull. This gentleman's statement is highly interesting, but I 
just wanted to call attention to the fact that there are a lot of other 
gentlemen here. 

The Chairman. The gentleman has had an hour and a half, and I 
suggest that if the gentlemen have any more questions, just ask 
them now. 

Mr. FoKDNEY. My good friend, I do not like to make this state- 
ment, but it is concrete. Four of my direct family are in this war, 
two sons, a son-in-law, and a grandson. Do you tmnk they ought to 
do the fighting and I give up all my money so that when they come 
home they won't have anything to start with or save some and do a 
reasonable amount toward the financing of this war, when I have 
done my full share, when I have given lour of my family to do the 
fighting? 

Mr. WiLLOCK. I don't think you should give up all your money. 
That is why I do not want a man with $800 a year to pay anything. 
Mr. Sloan. You stated that the British have done well in taking 
80 per cent of the excess-profits tax. Do you know whether or not 
if this Government had observed the rule that Britain did, taking 
80 per cent of excess profits, whether we would have obtained as 
much profits tax as we do under the law now? In other words, if 
we haa done strictly as Britain did, would we have obtained as much 
profit as we are obtaining under the present law ? 

Mr. WiLix)CK. Do you mean that in relation to England's not 
doing that for several years after the war started ? 

Mr. Sloan. I mean as a matter of dollars or pounds. I have 
heard a great deal of talk about that British plan, and you spoke 
with special commendation of that, and I want to know whether or 
not if we had followed the rule that England did, and levied 80 
per cent on excess war profits, just as England did, we would have 
raised as much profits tax as we do under the present law. 

Mr. WiLLOCK. There may be something about the English 80 per 
cent tax that 1 am not familiar with. 

Mr. Sloan. You recommended the British system, and it has been 
recommended by the press and platform all over this country. I 
have yet failed to find anyone who suggested that if we had observed 
their rule, followed the same path, legislatively, that they did, that 
we would have raised more money from profits than we do under 
the present law. 
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Mr. WiLLOCK. I do not know what their rule is. 

Mr. Sloan. You spoke in a very commendatory manner of the 
80 per cent rule, because it was 80 per cent. 

Mr. WiLLOCK. I understood that 80 per cent covered all the 
war profits on a sliding scale. If my unoerstanding is wrong, I do 
not conunend it so h^hly. 

Mr. LoNGWOBTH. How are they based ? 

Mr. WiLLOCK. On 1911, 1912, and 1913. 

Mr. Gbeen. Let me suggest, perhaps to save time, for your benefit 
that there was a gentleman in nere the other day who testified that 
he had made a very careful computation and we have had somfr 
others here that agreed with him, and he stated that that 80 per 
cent, on the system that they were imposing it, was equivalent only 
to 40^ Der cent. 

Mr. WiLLOCK. Then, it is not a good one. Let us have an honest 
80 per cent. 

Mr. LoNGWOBTH. Let me give you this thought, that in spite of the 
English 80 per cent in taxes, we are to-day raising by taxation 50 per 
cent more than England is. 

Mr. WiLLOCK. In dollars or percentage ? 

Mr. LoNGWOBTH. In percentage. 

Mr. WiLLOCK. Well, we must not weary in well doing. 

Mr. LoNGWOBTH. To-day, under our present conditions. 

Mr. WiLLOCK. We have advanced a good deal on England in the 
prosecution of the war. We had a conscription act within 90 days, 
whereas it took England much longer. 

Mr. Sloan. Why dont' you stand up for America a little now 
and then ? 

Mr. WiLLOCK. That is true. I want to stand up for America first. 

STATEMENT OF MB. JACKSON H. BAISTON, ATTORNEY AT 
LAW, WASHINGTON, D. C, BEPBESENTING THE MABY- 
LAND TAX BEFOBM ASSOCIATION AND THE TAX BEFOBM 
ASSOCIATION OF THE DISTBICT OF COLUMBIA. 

Mr. Ralston. Mr. Chairman and gentlemen, I want to invite your 
attention, for only a few minutes, I hope, to a consideration of a 
matter which has oeen touched in a slight degree hy my predecessor, 
Mr. Willock, hut which I think deserves the very careful attention of 
this committee, and which I am led to believe is receiving the careful 
attention of the Treasury Department. 

A very large proportion of the taxes which have been levied, and 
perhaps a still larger proportion of the taxes urged upon this com- 
mittee to be levied, are levied or proposed to be leviea in one shape 
or another upon industries which will have the very direct efiEect of 
maintaining and increasing the cost of living and making it harder 
and harder for the citizen of moderate means to get on. 

The form of taxation which I desire to iu*ge upon this committee 
is, at least in my judgment, one which will not mcrease the cost of 
living but will have a tndency to diminish the cost of living, and 
whicn, as I firmly believe, in its final analysis is absolutely a fair and 
proper and just one, and exposes a source of revenue which has not 
yet oeen touched by the revenue measures of the United States. 
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Mr. MooEE. Do you think an income tax increases the cost of 
living? 

Mr. Ralston. I, do not think it does, but I am not here — there is 
a mistake in the announcement. I am not here to discuss the income 
tax. 

Mr. Green. Well, the excess-profits tax ? 

Mr. Ralston. Neither am I here to discuss the excess-profits tax. 
If you will pardon me, the point that I want to discuss here, as 
briefly as I may, is the question of levying a tax upon the value of 
land irrespective of improvements. 

, The Constitution of the United States, the constitutional provision 
the committee is familiar with, says, in brief, that a direct tax — and 
a tax upon the value of land is a direct tax — must be levied in pro- 
portion to population. When it comes to a practical application of 
this constitutional provision there are certain difficulties, at least in 
my opinion. The great center of land values, the greatest center we 
have m the United States, is in New York City; but everv large city 
is a great center of land values, and they are centers of land values 
out of proportion to the population those particular cities represent 
or the States in which they are located represent, whereas popula- 
tion in the agricultural States represents a land value proportionately 
much less than in New York City, as I say, the large centers of popu- 
lation. People gathered together in great numbers are more pro- 
ductive per man than when they are scattered over a wide area and 
not brought into close association. That makes a strictly constitu- 
tional rule, giving narrow application to the Constitution, not entirely 
a fair one. 

Now, the idea that I want to present to this committee, therefore, 
is this, an idea which it seems to me is a fair one and which avoids 
the constitutional difficulty. Jumping to the end of things for a 
moment, I shaQ present the idea of a tax on the privilege of large 
land holdings, irrespective of improvements. 

Mr. Moore. That is somewhat different from the single tax ? 

Mr. Ralston. Not at all, if you please, so far as its tendency is 
concerned. 

Mr. Moore. You are applying it only to a certain class of holdings, 
wliile a single tax would be universal ? 

Mr. Ralston. The single tax would be universal. It does aim to 
meet the great evils that single tax proposes to meet in its entirety. 

Mr. Moore. That would raise the question, if you will pardon me, 
and I wish you would consider it before you get through, of driving 
unprofitable landholders out of business and settling them in places 
like New York, where land values would be excessive, and thus have 
a detrimental effect upon the proportion of population. 

Mr. Ralston. I shall try to make it clear. I do not think that 
that evil will at all be anticipated. 

Mr. Moore. If I own a piece of land in a semiarid section or a 
section of the country where it is unprofitable, and I am holding it 
only in the hope that I wiU be able to dispose of it, and you tax it, I 
^would rather have you take the land. That would drive me into the 
large center of population, where by reason of the accretion of popu- 
lation mv presence might add to the congestion, and that would be 
xindesirat)le. 

64059— 18— No. 16 3 
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Mr. Ralston. I am poiiig to hope, Mr. Moore, by the time that I 
get through that you will see that that contention is not well founded. 

I want to say that the tax which I propose — I have the draft of a 
bill which is expressive of the idea — is a tax upon the right to hold 
land and is in form and in essence an excise tax. 

Mr. FoRDNEY. Is there any other country that imposes such a tax ? 

Mr. Ralston. No; I don't think there is. 

Mr. FoRDNEY. Doesn't England tax other property; isn't it true 
that England doesn't tax nonproductive property? 

Mr. Ralston. England has been particularly the home of land 
monopoly. If it were open to me— and it is not, of course — to go 
into the general effects oi that, I think England in this war has been 
exceedingly a sufferer from that, because in one way or another it 
has reduced the physique of her people, it has driven her people to the 
east end of London and the slums of other cities, and has largely ren- 
dered them less capable, less efficient, in many respects than the 
French or the Germans. 

Mr. FoRDNEY. Isn't it true that she raises the major portion of her 
taxes from income tax, but does not tax nonproductive property ? 

Mr. Ralston. That has been true, but the tendency is in the 
reverse direction in England; in other words, to tax this so-called 
unproductive property, meaning the property held out of use. 

Mr. Garner. So it is a sort of unearned-increment tax ? 

Mr. Ralston. Yes. 

Mr. Sloan. Does not England collect more at her ports than we do ? 

Mr. Ralston. No; England hasn't up to the time this war began 
collected anything at her ports, except on certain luxuries, such as 
tobacco and silk. 

Mr. Sloan. England is collecting more than we are. I am speak- 
ing of to-day. 

Mr. Ralston. I was speaking of prior to the war. 

Mr. Sloan. I am talking about the conditions now. 

Mr. FoRDNEY. Isn't it true that she collected more money at the 
ports before the war than we collected? 

Mr. Ralston. I beg your pardon. 

Mr. FoKDNEY. I beg to diner with you. She collected $3.56 pw 
capita during the last year of the Payne tariff law, and we collected 

Mr. Hull. She does collect three-fourths of her $250,000,000 on 
tea, sugar, and tobacco. 

Mr. Ralston. I wiU not undertake to say anything with regard to 
the present condition in England. That is quite far removed from 
what I had in mind. 

Mr. FoRDNEY. I am right, prior to the war. 

Mr. Ralston. I am exceedingly surprised if vou are correct. I 
know I have entered EngUsh ports with practically no challenge from 
the customs officers. 

Mr. FoRDNEY. Now we are collecting $1.68 per capita for this year 
at our ports, and England is collecting $10.25 per capita at her ports. 

Mr. Ralston. Small collections would be a source of rejoicing to 
me, but not, perhaps to Mr. Fordney. 

Mr. Fordney. That is true. 

Mr. Ralston. I think that we have a perfect right, and this United 
States has a perfect right to collect revenue or a tax upon the privilege 
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of land holding. The right to hold land can not be considered a 
natural right. Even so conservative an author as Blackstone tells 
us in the nrst chapters of his second book of Commentaries that the 
right to hold land has no foundation, or at least that the holding of 
land has no foundation in natural rights. 

Mr. FoRDNEY. How much, if any, would you permit our people 
to hold? 

Mr. Ralston. Well, I am an extreme single taxer, and if it came 
to the matter of land holding as a matter of abstract right, I would 
say that no man has an indefeasible right to even a foot of land. I 
would get the backing of economists and I would get the backing of 
such writers as Emerson. • 
Mr. FoRDNEY. You can get the backing of Meyer London, I think. 
Mr. Ralston. Perhaps he will back some good things. 
Mr. FoRDNEY. All Socialists believe in that. 
Mr. Ralston. No; the socialistic idea is different. 
Mr. FoRDNEY. It is the sociaUsts' principle. 

Mr. Ralston. I beg to differ from you on that point, if you will 
pardon me. The sociahsitic attitude puts the whole control in the 
State. The attitude of the single taxer leaves the control in the 
man who happens to be in control and allots it to him to put it to 
its best use. The Socialist interferes with the industry at every 
point. That is the essential difference btween us. I want merely to 
say without elaborationg it, that the right to hold land is a conven- 
tional right. If it be a conventional right it is the exercise under 
such circumstances as the State might say, and meaning by that 
the State and the United States as weU. If therefore it be that 
conventional right, and the State has the right to those (qualifications 
on the exercise of that right, it may require that that right be paid 
for, and that is the proposition involved in the bill of which I shall 
leave a copy with the committee. 

The proposition is that the exercise of that right when carried out 
in excess of $25,000 in value in the individual shall be made the sub- 
ject of an excise tax which may be graduated in accordance with the 
desires of the committee, or the desires of Congress. 

We levy certain taxes to-dav upon very analagous principles. 
The foundation of the value of land, the foundation of the benefits 
to be had from land holding lies in its potentiahty of income when 
brought to the last analysis. We- levy taxes based upon exactly 
that principle in connection with our internal revenue matters. 
For instance, we tax a distillery upon its potentiality of production. 
It is taxed upon its production. That is one item. It is also taxed 
upon its capacity for production, and the capacity for production is 
after all at the basis of, certainly one of the bases of the value of 
land. So that if we were to levy, if Congress were to levy an excise 
tax upon the value of land, it would be a tax levied upon the poten- 
tiality of production of the land, bringing it to its last analysis. 

Mr. Moore. Isn't it a fact that under those circumstances the most 
industrious man would pay the most taxes. The man who made the 
most use of his land wouldn't he pay more taxes than the man who 
is shiftless and indifferent. 

Mr. Ralston. No, the proposition to be advanced is that an excise 
tax shall be levied upon the individual according to his landholdings 
irrespective of the use he makes of the land. 
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Mr. Moore. Yes, Mr. Ralston, but we have two tracts of land con- 
tiguous — ^say 10 acres in each. One is held, according to your single- 
tax system, by a man who is thrifty, industrious, energetic, eaterpris- 
ing, who improves it in many ways. He erects buildings upon it, and 
if it is a faim he makes it productive and profitable. The other 
10-acre tract is held by a man who is shiftless, indifferent, and a 
drunkard, possibly, and he leaves it to the care of his wife and chil- 
dren, and it grows up in ra^ weeds. Isn't it a fact that under that 
condition the thrifty man, uxe industrious man, the well-intentioned 
citizen pays the burden of the tax, while the shiftless fellow goes free. 

Mr. Kalston. Exactly the reverse. Assume two tracts tp be of 
the same natural value, if you please, because of their location. 

Mr. Moore. In the beginning. 

Mr. Ralston. Then the tax would be upon the privilege of owner- 
ship, which would be exactly the same in either case: 

Mr. Moore. Well, that means that if the profit of a 10-acre tract 
has more value to me than it has to you who has developed it, 
then I can outbidyou for the tract and take it. 

Mr, Ralston. We are not going into the question of bidding. 

Mr. Moore. That would be so according to the tenure by which 
you would hold, if I understand you to say that that is as far as you 
can go in the matter of title. If that illustration does not fit, suppose 
that a shiftless man had put his tract in such a need of repair, or had 
allowed it to run down so that no one dared to bid for it, wouldn't 
the condition be the same that the thrifty man who had made good 
would pay the tax, and the other man who had put his land out of 
business would not pay any tax ? 

Mr. Ralston. If no one cared to bid for the land, to use your 
expression, because it was run down, it would simply be because it 
had no social value, and the same thing would be true of the adjoining 
tract. It would be so far from civilization, perhaps, in some ways 
that the land adjoining would be exactly in the same condition, 
that there would be nothing on either. 

Mr. Moore. What would there be to induce the improvement of 
the 10-acre tract that stood idle and was rimning to waste. What 
would we get out of it ? 

Mr. Ralston. The longer it was held idle under the proposition I 
am advancing, the larger would be the burden upon it and the greater 
the necessity that the landowner should put it to profitable use 
for the benefit of the community and for his individual benefit. 

Mr. Moore. I am only getting the practicable side. We want the 
revenue, and you are aavancing the idea of how to get it out of tha 
Iftnd. 

Mr. Ralston. Let me speak of it in a large way. 

Mr. Moore. But if you apply this illustration to two pieces of 
ground on which the farmers are working, the one will rotate his crops, 
irrigates it, if necessary, fertilizes it regularly, so that everything is 
productive, and he gets crops every season, while the other. man 
continually plants his with corn or sweet potatoes and keeps it in 
the same crop until he uses up the land, and it is worthless. By 
your system don't we transfer the burden of the taxes from the in- 
different, the shiftless man, to the thrifty and industrious? 

Mr. Ralston. I think we make it very unprofitable for the shift- 
less man to hold his lands in a shiftless way. 
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Mr. Moore. Well, he is working the ground out and getting every- 
thing out of it that was in it and leaving nothing for the Government 
because no one wants to take the land after he uses it, but the thrifty- 
man still remains, is a prudent man, as well as a profit maker, and a 
revenue producer and the other isn't. That is what I want to bring 
up in a practical way, since we are considering the raising of revenue. 

Mr. Ralston. Now, let me speak of it in a large way, and perhaps 
some of the minor conditions will fall under the unportant head. 

We are at the present time in the condition of increasing land 
monopoly in this country. One illustration of it is in the fact referred 
to in the Manly report for the recent industrial commission, that at 
the time that report was made, or shortly before, 37 per cent of the 
farms in this country were being held by tenants. That would seem 
to me to be a clear indication that our present methods of land holding 
are wrong: and that coupled with the fact that there had been an 
increase of between 20 and 30 per cent in the tenant farmers within 
the then preceding 10 years. So that, as far as farins are concerned, 
if we may trust such information as is open to us, the farms are drifting 
from the hands of the independent owners into the hands of men who 
are tenants, paying for the privilege of living to other people. 

We have, of course, a similar accentuated condition in the cities. 
I think I am not far wrong when I say that in Mr. Moore's city, which 
is spoken of, by way of contrast to other cities, as a city oi homes, 
onljr in the neighborhood of 30 per cent, or perhaps even less, of the 
faniilies of Philadelphia live in tneir own homes. A few years ago in 
Washington, which is sometimes spoken of similarly, the proportion 
was 25 per cent, in Baltimore between 25 and 30 per cent, and so on. 
In New York City the percentage of people living in their own homes 
runs down to an infinitely small one. So that under our present sys- 
tem, which taxes industry, which does not particularly tax land mono- 
poly, we have the land going suddenly into the hands of a compara- 
tively few men; and unless something is done about it, when our men 
return, the conditions will be absolutely worse instead of better; and 
they, finding themselves for the time being out of occupation, desiring 
to use land in some shape or another, v^m find it still more difficult 
than it was when they went away to get the land on which they must 
live, and on which they may hope to prosper. 

But I want to add this, and to emphasize this, if I may : The land 
of the cities has under our present system gone into the hands of 
relatively few, and in large tracts. Our great lands areas are either 
by fee-simple ownership or by the possession of unused leases, in the 
hands of comparatively few. You gentlemen have created taxes 
on war revenues. You have increased the income tax. You have 
plucked the flowers of industry, so to speak;.you have not g5ne to the 
root or the trunk. Take, for instance, the Steel Trust, which will 
serve as an illustration, while I may not go into all the details of it. 
Take the Steel Trust; you are taxing its income or its excess profits, 
but you are leaving it in the absolute and uncontrolled disposition 
of its monopoly. 

Its monopoly — and it has a monopoly, and a very dangerous one, 
if you please— lies in its ownership of tremendous beds of ore ; lies in 
its ownership of leases of those same tremendous beds of ore. As I 
am informed, only a small percentage of those leases are being worked 
by it. Now, here are these tremendous beds, here are these tremendous 
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sources of wealth, going into the hundreds Of millions and billions — 
and untold billions — of dollars, which remain untouched by any 
legislation of Congress, and you have here the potentiaUty of meeting 
the entire financial situation confronting this country by going right 
at the foundation of things, instead of going at the results of industry 
appUed to that foundation. So it remains true in our cities, and you 
have it, if you please 

Mr. MooBE. Mr. Ralston, you are aware, of course, that real estate 
is taxed hj the States, and rather heavily taxed at the present time. 
Do you think that a Government tax on real estate, if it were con- 
stitutional or permissible, would produce enough revenue to meet the 
situation that confronts us now ? 

Mr. Ralston. It seems to me beyond all question. You have this 
to bear in mind. The State and coimty, and so on, tax 

Mr. Moore. Would not the burden of that tax fall on commimities 
that are already very heavily taxed — such a community as New 
York, for instance ? 

Mr. Ralston. The word ^^ heavily'' taxed is, if you will pardon me, 
a rather imcertain word. 

Mr. Moore. You spoke of iron mines or beds, a while ago, con- 
trolled by large corporations. I assume that they would be prac- 
tically worthless for the purpose of taxation or for the purpose of 
development without some corporate instrumentahty for making 
them productive. If it should be discovered that there was an ore 
bed in the middle of the Desert of Sahara, for the individual pros- 
pector to derive anything from that I assume it would require cor- 
porate action to get the product ? 

Mr. Ralston. Yes, altogether. 

Mr. Moore. How could we derive any taxation at aU without a 
corporation or a imited agency to get the material and put it on the 
market ? 

Mr. Ralston. I am going to grant that, absolutely; but we do 
not need to have that corporate agency holding immense tracts, if 
you please, of ore and of coal, out of use. Bv its very ownership 
and possession it stands in the way of some otner corporate agency 
puttmg that land to use. 

Mr. Moore. While the Rocky Moimtains might be subject to 
taxation on land values now, I suppose it would be very trifling. I 
do not know just from whom we would collect. But it might be 
that somewhere imbedded in the Rocky Mountains there is very 
great wealth that would require a large community of interest to 
develop, involving the accumulation and expenditure of miUions of 
dollars. There would be no value there for taxable purposes, I 
assume, until that wealth was brought out. 

Mr. Ralston. Yes. 

Mr. Moore. It could only be brought out by such agencies as are 
now subject to taxation, i ou would not discourage those agencies 
from getting into action 

Mr. Ralston. No. 

Mr. Moore (continuing). By attempting to raise your national 
revenue from land which upon the surface is worthless ? 

Mr. Ralston. No. We do discourage those agencies. Congress 
may not; although it does, I think, in certain ways which I do not 
want to enter into the argument of. The States directly and dis- 



REVENUE BILL. 112.9 

tinctly discourage those agencies in almost every way they can think 
of. They tax tnem on every single thing it is necessary to do when 
they start to make those developments. They do that now. I 
think that is a bad tax, but it is common throughout all the United 
States, practically. It is not common in every part of the world. It 
is becoming less common in certain parts of the world, but is common 
enough here. 

I wanted to speak, if you please, of the position in which the United 
States is left to-day here in Washington oy its present system. The 
Government wants to buy land here in the District of Columbia, and 
it does not do it; it uses land that is less available, that it can perhaps 
get at. Or, if it buys land, it is at an extraordinary price; and when 
it gets into the market as a purchaser, it immediately finds that the 
value of the land is so high that the Government itseli is discouraged 
from building here in Washington and developing it. The source and 
cause of that wealth represented in the land values is the Government 
itself. It has brought its activities here; it has brought its thousands 
and tens of thousands of employees here. It has contributed to build 
up the land values of Washington ; and the instant it concludes or wants 
to use any of those lands, the value which it has itself created is used 
against it. Now, that is the ordinary condition here; not particu- 
larly to be criticised if we accept the existing order of taxation; but 
it is the condition which exists in practically every other city of the 
United States. Now, the Government of the United States stumbles 
all over itself in the treatment of the land question in the District of 
Columbia; and the governments of every State and of every city in 
the United States are likewise stumbling all over themselves, and 
placing obstacles in the way of their own industry. 

Now, it seems to me that a tax which wiU make it less profitable 
for the land to remain in the hands of those who are forestalling indus- 
try in the broadest and most complete way possible, a tax which 
will attack the forestallers while they are in the act of forestalling, 
will be something of the very highest possible value. And they can 
not complain of it — with justice. We may complain of the most 
just thing in the. world, of course. They can not complain of it 
with justice, because the thing they have, and the thing which we are 
suggesting Congress should tax, is the creation of the community, and 
the proposition is that there be taxed back into the public revenues 
the very thing which the whole community has created. Now that, 
as I say, is the proposition, and it seems to me that viewing it largely, 
we are bound to see that a tax of that kind is going to open up 
opportunities, and we are going to need them opened up by the 
millions, very shortly. It is going to open up opportunities of every 
kind in the city and in the country, m the mountains and in the 

Elains equally. And that will be done, as I say, for the use, for the 
enefit, of those who are coming back, and who will feel on coming 
back, with these opportunities opening up, that they themselves have 
a stake in the lana, and that they are not abroad '* fighting for a 
boarding house,'' as it has sometimes been expressed, but that they 
have their fair share, and their opportunity in life, as the result, if 
you please, in part, of congressional action. Now, I have spoken 
quite as long as I had in anticipation to speak, and I want to ask 
permission of the committee to submit as a part of my remarks a 
draft bill — suggestion — and a short article which I wrote some time 
ago addressed to the same general subject. 
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Mr. Moore. What is the main purpose of the bill, Mr. Ralston? 
What is the title of it ? 

Mr. Ralston. The title of the bill is '^An act to provide for the 
raising of public revenues by tax upon the privilege of the use and 
enjoyment of lands of large value, commencing with $25,000 as a 
minimum land value as the subject of taxation. 

Mr. Moore. I do not want to press you for an answer to the 
question I put to you at first. It seem'S to me it hits at the very 
marrow of the whole matter. Whether in going after the large and 
valuable lands for revenue purposes we do not discourage the use of 
poorer lands, which by virtue of the fact that their purchasers are 
not able to hold them and pay the taxation, would fall into the 
hands of the Government and would become a burden to it ? 

Mr. Ralston. I can conceive that there is to-day land so poor in 
quality that if a tax were put upon it it would fall into the hands of 
the Government. I can also conceive, because I know it to be a fact — 
we all know it — that there are immense tracts of good land, upon 
which people ought to be working to-day, where they are not working, 
and which would be brought into use by an increased tax upon it, 
the present holders not being then able longer to hold the land without 
putting it to productive use. 

Mr. Moore. We have millions of acres along the Atlantic Coast 
to-day, from Maine to Florida, that is awaiting the hand of the tiller. 
No one comes to take it. No one wants to utilize it. Some prefer 
to go West and settle upon arid lands and wait for irrigation for the 
fruition of crops which come along in a period of five or more years. 
Those lands I refer to are the lands which the individuals care little 
about, and under such a system of taxation as you propose — or we 
will call it a revenue-raising system, because that is what we are 
interested in 

Mr. Ralston. Yes. 

Mr. Moore (continuing). It seems to me we would add to the 
burden of those landowners in the neighborhood of large communi- 
ties like Baltimore, Philadelphia, New York, Boston, Chicago, and 
other large cities, and would release from a large portion of the burden 
of taxation those who had been the owners or were the owners o^ 
those poor lands which by virtue of taxation — of revenue raising 
taxation — would now probably fall into the hands of the Government. 

Mr. Ralston. You have within the close neighborhood of New 
York City immense tracts of land which are out of use. If the farmer 
desires to go to those lands and use them to-day he is asked such a 
price for them — ^frequently unproductive; at least they have not been 
used for production — that he can not apply his industry to those 
lands ana produce the food and other things that the city of New 
York and other parts of the country absolutely need. That is the 
condition to-day; and he therefore is compelled very likely to sur- 
render the possibility of using lands at his doors, almost, and is driven 
out to the arid lands of New Mexico or Arizona or some other place 
to get land which, comparatively speaking, is after all cheaper. 

Mr. Moore. It is a fact which can not be disputed that good farm- 
ing land is going begging now in certain parts of New Jersey and 
Pennsylvania, in places so close to markets that there is no question 
about the value of the land. The question of farm labor, of course, 
enters into it; but there is no scarcity of land. Some of it may be 
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Foor, but it requires only cultivation to make it productive. Now, 
understand that the war might put some of that land on the market 
if the Government should locate in a special place a shipbuilding 
plant or a munition plant or something of that kind. Then, of course, 
the idea of community value would at once arise, values would jump, 
and that land would oecome productive; but a man might wait and 
hold land of that kind for a hundred years and imless some such 
accident as that of a war came along it would be unprofitable to him, 
and a burden of which he might desire to rid himself. 

Mr. Ralston. I can conceive, if you please, the possibility of that 
existing under certain circumstances; but if it were good farm land 
the farmer would not go from the neighborhood of New York City or 
Philadelphia away out West to almost impossible locations unless the 
price at which tms land is going begging is a price in excess, every- 
thing considered, of its real value. 

The farm question, of course, is but one of a good many phases of the 
whole thing, and in many respects perhaps not the most important. 
I say that bearing in mind the fact, which is stated by Mr. WiJlett and 
is well known, that the land values of New York City are far and 
away in excess of the land values of many States taken together. 

Mr. Moore. That is exceptional, of course. 

Mr. Ralston. Yes; and m my own State, in Baltimore, the land 
values there, of perhpas 1 or 2 acres are in excess of the assessed land 
values of whole coimties in the States. 

If I may submit these matters to be incorporated in the record, I 
will do so. 

Mr. Rainey (in the chair). Without objection they will be incor- 
porated. 

(The papers submitted by Mr. Ralston are here printed in' full, as 
follows :) 

N ACT To provide for the raising of public revenues by a lax upon the privilege of the use and enjoyment 

of lands of larke value. 

Be it enacted by the Senate and House of Representatives of the United States of America 
in Congress assembled. That for the purposes of this act land is defined to be the surface 
of the ground, with all easements in, on, and over the same, whether covered by water 
or not, and including water powers and rights, natural growths, if any, of land, and 
including wild forests, natural deposits of coal, minerals of all kinds, oils, gases, peats, 
waters and other substances, and not including improvements the result in whole or 
in part of the application of labor to land. 

Sec. 2. All persons, firms, associations, and corporations owning land in value in 
excess of $25,W)0, whether in possession or leased to others, shall be subject to an 
excise tax upon the privil^e of the use and enjoyment of such excess at the rate of 

per cent upon the first $200,000 or part thereof of such excess, per cent 

upon the excess over $250,000 or any part thereof in total value up to $1,000,000, 

and per cent upon the excess in total value over $1,000,000. Where land is leased 

and the value of the lease is in excess of $25,000, such value shall be deducted from 
consideration in determining the tax to be assessed against the owner, and shall be 
charged against the lessee. Where the title to land is held in common or by entire- 
ties, or in joint tenancies or subject to estates of dower or life estates or otherwise, so 
that the several ownerships make up the complete legal title and the entire owner- 
ship has a value in excess of $25,000, then the several owners shall pay an excise tax 
based upon their proportionate share in the ownership, and for the purpose of esti- 
mating the value of the proportionate share of those owning estates less than an un- 
qualified fee simple, the Conmiissioner of Internal Revenue shall establish rules based 
upon average life expectancy or otherwise as the case may be. 

Sec. 3. It shall be the duty of every owner of any interests in land, including 
th-ose holding an active trusteeship, held either in fee or in lease, the value of the 
fee or lease of which is in excess of $25,000, to report his interests therein before March 
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first of each year to the Commissioner of Internal Revenue on blanks to be prepared 
by him. Such blanks shall contain, among other things, provisions for the following 
information: 

Tracts in which an interest is held and nature and extent of interest, price paid 
by taxpayer or, if he received the same by gift or inheritance, the amount paid by 
his predecessor in interest for the entire tract with its improvements, if any ; valjiation 
placed upon entire land (or lease or interest therein) by taxpayer; offers received by 
taxpayer for any parcel oi such land or interest therein within the two previous years; 
price at which taxpayer within "such period has offered land or any part thereof for 
sale; value of improvements upon land and price at which improvements have been 
reckoned in any offer of sale; amount spent by taxpayer or, so far as he knows, any 
other person in making improvements; net price at which owner would be willing to 
sell land with and without improvements; assessed value of land for all purposes with 
separate value of improvements if given separately on tax books. Such return shall 
not be conclusive of the value of the land, but the Commissioner of Internal Revenue 
shall determine therefrom, and from such other data as he may obtain, the true value 
of the land holdings of any taxpayer. The returns shall be as of the date of the pre- 
ceding December thirty-first. But in any proceeding of condemnation or otherwise 
in which the United States may be concerned, said return may be used as e\ddence 
of facts therein stated as of the date of the return. 

It shall be the duty of the taxpayer in the event of the sale of all or any part of the 
land of which he has reported himself the owner, or any assignment of lease thereof 
within the calendar year in which his report is made, to report to the Commissioner of 
Internal Revenue the price at which said sale or assignment may have taken place. 

Sec. 4. It shall be the duty of the Commissioner of Internal Revenue on or before 
the first day of June in each year to mail to the taxpayer a statement showing the 
amount of taxes due and payable by him, but a failure on his part to mail the sa^ce or 
on the part of the taxpayer to receive it, shall not invalidate tne assessment or relieve 
the taxpayer of his duty to pay, such payment in all cases to be made l>efore the 
first day of July following. 

In the event that the payment is not made as herein directed, the taxpayer shall 
be subject to an additional payment of five per cent, and an additional payment of 
one per cent for each month it shall be delayed, and no conveyance madei)y him 
shall be admitted to record of date on or after July first of any year, unless he shall 
have first procured from the Commissioner of Internal Revenue and exhibited to 
the recording officer a certificate that all taxes under this act are paid, which certifi- 
cate may be recorded once for all in the office of the recording officer. 

Sec. 5. In so far as practicable, sections thirty-one hundred and seventy-three 
and thirty-one hundred and seventy-six of the Revised Statutes of the United States 
as amended, and sections seventeen and eighteen as amended by the act of October 
third, nineteen hundred and seventeen, and sections nineteen, Wenty, twenty-one. 
and twenty- two of the act approved September eighth, nineteen hundred and sixteen, 
shall apply to the terras of this act. 

Sec. 6. The Commissioner of Internal Revenue is authorized to make all rules 
and regulations necessary to enforce the provisions of this act. 

Sec. 7. This act shall apply to the United States, the Philippine Islands, and 
Porto Rico. 



IS LAND value TAXATION UNCONSTITUTIONAL? 
[By Jackson H. Ralston.] 

In view of the constitutional provision requiring direct taxes to be apportioned 
among the several States according to population, is it possible with fairness to ado{)t 
lor national purposes taxation on the unimproved value of land? This question is 
not susceptible of easy answer. 

The Supreme Court has defined direct taxes to mean taxes levied upon real estate 
and poll or capitation taxes. The first of these classes would undoubtedly include 
taxes levied either upon land or improvements, or both. 

The Crosser bill proposes to apportion direct taxes on the value of land, exclusive 
of improvements, among the several States according to population. Undoubtedly it 
would seem that such a tax was absolutely constitutional, being a direct tax appor- 
tioned as the Constitution provides. It would not, however, be a fair tax because 
the relation between the value of land to the population is by no means uniform. 
A State wherein there are large cities and where consequently the ability to produce 
wealth is intensified and magnified, will have a land value per head, much greater 
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than that which exists in a State of like population, but having its inhabitants scat- 
tered among unimportant centers. The strict application of the Grosser bill, there- 
fore, would make the tax on land values in a State like New York much less in pro- 
portion to value upon the land taxed than would be the case in Alabama, Missis- 
sippi, and Arkansas, for example. 

On the other hand, a tax which would ignore State lines and be charged upon real 
estate or land value only everywhere, according to its value, would be so far uncon- 
stitutional that it would not receive any reasonable consideration by Congress. 

Is the proposition, therefore, unsolvable? I think not. A solution, however, must 
be found in a direction different from those so far piu-sued. 

The holding of land by one individual to the exclusion of all others is entirely due 
to conventional arrangements. Without the convention, it does not exist. This 
has been recognized more than once by legal writers. Blackstone maintains it in 
the first chapter of the second book of his Commentaries, vherein he says: 

" There is no foundation in natiu-e or in natiu'al law why a set of words upon parch- 
ment should convey the dominion of land ; why the son should have a right to exclude 
his fellow-creatures from a determinate spot of ground, because his father had done 
so before him; or why the occupier of a particular field or of a jewel, when lying on 
his death bed and no longer able to mamtain possession, should be entitled to tell 
the rest of the world which of them should enjoy it after him." 

The right to hold land, therefore, being purely conventional, is to be treated as a 
privilege, and while the land itseli may not be taxed, the privilege — the franchise 
to hold and use — is fairly the subject of taxation. It differs in no wise from the fran- 
chise of a corporation, whose property is taxed separately from the right to hold and 
control its property. 

The tax, therefore, which I propose is a tax upon the individual who holds land, 
and I would have that tax apportioned to the value of the privilege he enjoys. The 
value of this privilege is snown by the value of the land he owns, irrespective of 
the improvements upon that land. The United States, then, would not be con- 
cerned in any way with the use he made of his privilege, but only in the fact of 
its existence, irrespective of the place of its exercise. 

The reasoning upon which such a tax would be based. would be exactly parallel 
to that upon which inheritance taxes are based. The courts do not consider that 
inheritance taxes are upon the thing inherited, but upon the right — the privilege — 
of inheritance, the value of which privilege is measured by the value or the thing 
inherited. 

An interesting illustration of the underlying principle is afforded by certain dis- 
tillery taxes which are estimated, not upon the amount of whisky produced in the 
distillery, or upon the value of the machinery, but by the capacity of the distillery. 
Laying aside the element of speculation, this is the groundwork of the value of land — 
its capacity to produce wealth. 

Another suggestion remains to be made. If I am right in my premises, it is not 
necessary that all classes of landed privileges should be taxed at tne same moment. 
The experiment may be made progressively. We can start, for example, by a tax 
upon the privilege of holding land primarily valuable for mineral productions. We 
can tax the privQege of holding agricultural lands in excess of 1,000 acres, and other 
modifications may be possible. 

The Industrial Commission in its latest report has pointed out the terrible effects 
of land monopoly, ownership extending even to tracts comparable in size with States 
of the Union. This problem can be met and with tremendous efficiency, if we have 
the courage to address ourself to it, in the manner I have outlined. 

STATEMENT OF MR. WILLIAM KENT, A MEMBER OF THE 

TARIFF COMMISSION. 

Mr. Kent. I want to speak to some rather general principles which 
you gentlemen have heard over and over, and realize thoroughly, I 
am sure. Of course the taxes that we are talking about raising are 
now primarily for the purpose of raising revenue. We want to get 
all the revenue we can. 

Taxes have another function, and that is as a corrective or a remedy. 
The protective- tariff tax is upheld on the basis of a corrective or a rem- 
edy. Other taxes are uphdxi for the same reason. Just now we are 
trying to get aJl the revenue we can. Now, revenue can come from olily 
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one source, if it is to be permanent revenue, and that is out of produc- 
tion ; and therefore in framing any tax legislation the primary thing to 
render that source permanent is to see that production is not crippled 
or destroyed; that enough is left to continue that production, and 
enough is left to furnish fmids for the increase of that production. 
And when in a time like this we come to applying what we might call 
the corrective remedial idea of taxation, it should be along the same 
line, of driving people into production, of driving land into production, 
and of increasing tne fimd thereby out of whicn permanent revenues 
can be obtained. 

Now, for the purposes of revenue for this war, I believe, without 
having definite ngures — and I suppose I should have to confess to 
entire ignorance if cross examined, rather than to stultify myself by 
definite answers, when I do not know the answer — it is my belief 
that one third of the revenue to pay for this war can be raised. If 
more could be raised, I should be in favor of raising it, provided 
always it can be raised without destroying production, and 1 should 
hope to see every means taken that would drive people and resources 
into production. 

You take the case of men of large incomes. They have around 
them something they are not to blame for — it is a matter of custom 
that has grown up — a large fringe that is unproductive ; men working 
for them that are ministering to their own comfort and luxury, 
unnecessarily. They may have private yachts with whole crews 
doing no good. They may have landed estates that are unproductive. 
I should Kke to see an income tax placed high enough to drive these 
unproductive people into industry. There ought to be no such thing 
as a butler or a footman. The class of chauffeurs should be pretty 
severely cut into. And it seems to me that these things can be auto- 
matically arrived at, to a certain extent, by a large income tax. 

Mr. Moore. Mr. Kent, you are famihar with the present tariff 
law, being a member of the Tariff Board ? 

Mr. Kent. I helped pass the present tariff law, and I have read 
it; yes. 

Mr. Moore. The so-called Underwood law ? 

Mr. Kent. Yes. 

Mr. Moore. Does it not provide that personal servants, such as 
footmen, coachmen, and butlers, may come in ? 

Mr. Kent. I did not recollect that clause. Is not that in contra- 
vention of the contract-labor clause ? 

Mr. Moore. It may not have been in that law. 

Mr. Kent. I do not think it is in there. I never remember seeing 
it, if it is. 

Mr. Moore. I beg your pardon; it is not in the Underwood tariff 
law; it is in the naturalization law. 

Mr. Kent. That is an entirely different matter, that I do not want 
to get into. 

Mr. Moore. I withdraw that question. You are an expert on the 
tariff, and I will ask you if you recollect the Burnett immigration 
bill? 

Mr. Kent. What is that ? 

Mr. Moore. Do you recollect the Burnett immigration bill ? 

Mr. Kent. I do not recall all the clauses of it, Mr. Moore. 
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Mr. Moore. Was not provision made in that bill for the exemption 
of such employees as butlers and others who might come in as personal 
servants of American citizens ? 

Mr. Kent. I am talking about another matter now, and not about 
sociology. 

Mr. MOORE. I know you are. You are talking about the pro- 
priety of having these personal appendages. 

Mr. Kent. I am talking about putting them into production work. 
I am talking about forcing them economically into production work 
by limiting incomes that can afford to sustain such people. The 
immigration law brings up a whole series of other questions which I 
am not prepared to discuss at the present time, although I am per- 
fectly willing to do so ; but the day would be too short. 

Mr. MooRE. You remember the discussion over that law, do 
you not ? 

Mr. KJENT. Yes. 

Mr. MooRE. Do you recall that provision was made for the admis- 
sion of such employees of American citizens ? 

Mr. KJENT. I ha^ forgotten it. 

Mr. MooRE. It was catering to a rather fastidious taste with which 
I assume you and I did not quite aOTee at that time. I do not know 
whether you did or not. I know I did not. 

Mr. Helvering. The conditions are different now. 

Mr. Moore. Yes, we have war now; and I think we may probably 
amend some of the laws which we passed heretofore. 

Mr. KJENT. Now, the question brought up by Mr. Ralston of tax- 
iQg unused land into use is one of the corrective phases. It is 
necessary socially and will eventually be valuable economically. Our 
population in this country, from various reasons prior to the war, was 
oadly distributed, and even if we had had no war we should have 
been obliged to face this (question of badly distributed and therefore 
comparatively unproductive population with laws that would drive 
into use — with appropriations and laws that would encourage and 
make possible the use — ^the vacant land in this country, to tne end 
of reaching greater production. 

This would have been necessary even without the war. But in 
view of the war, and in view of the tremendous dislocation of popula- 
tion, I conceive that one of the greatest problems we have to face, 
and one of the greatest possibilities that will arise out of the war, will 
be a great Federal land policy, and I believe that Mr. Ralston s sug- 
gestion of Federal taxation of land beyond certain limits will have a 
tendency in this direction. I do not know the contents of his bill, 
I do not know how his bill is worked out, and therefore as a matter of 
course I am not at all in position to indorse or to criticize that bill, 
but one of the correctives that we must apply by taxation will be 
found to be applied to privilege in natural resources, the holding of 
natural resources for speculation, or, as it has been stated, in fore- 
stalling industry. Those natural resources have been heedlessly 
scattered and there has been a constant tendency among the com- 
petent and the farsighted to gather them up and get them in large 
holdings. In some cases this, as in the case of accumulating enough 
lumber for an operation, is an economical matter, and justifiable. In 
many other cases it represents an oppressive privilege that cuts the 
average of our people off from what a few of our people, owing to their 
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financial condition and their foresight, and other things less creditable, 
have been able to secure for themselves. 

In general terms, while you are goin^ into this taxing business these 
things should be considered along the line of remedial taxation. 

Now, I do not know if there are any questions you gentlemen want 
to ask me. If so, I shall be very glad to answer them. I just came 
here to make a general statement. First, that I hope the maximum 
possible without destroying production will be raised by taxation; 
that taxation will be apphea to drive men and resources into pro- 
duction, and that those principles will be followed through as vigor- 
ously as they may be in the course of the formulation of your poBcy. 
Certain it is that this easy borrowing of money for posterity to pay 
is piling up principal and interest in discouragement for those coming 
after. 

I have known people to leave a church because the church was so 
badlv in debt, and I hope that we will maintain, through these 
trouWous times a country that will not be. so burdened that those 
after us will have a harder time than is necessary in Uving under its 
conditions, and I further hope that as has been well stated, om* 
finances will b^ so conducted that we will be solvent at the end of 
the war, and there will be no repudiation. 

Mr. Cbisp. Mr. Chairman, I would like, in order to understand 
Mr. Kent, to ask him a few questions. 

Mr. Rainey. Very well. 

Mr. Cbisp. I know that Mr. Kent is a man of large affairs, and 
there are two or three questimis that I would like to ask him. 

Which, in your opinion, Mr. Kent, is the most equitable way for 
the basis of an excess-profits tax under the present law, allowing cer- 
tain earnings on an invested capital, or the EngUsh system, taking 
the earnings for, say, three years or five years prior to the war, 
and levying the tax on the excess profits made over the average 
made before the war? 

Mr. Kent. You iare bringing up a compUcated question there. It 
is not as easy as it soimds. In other words, imder the stress of war 
conditions we are asking people to produce stuff below what econo- 
mists call the margin of operation. We are asking people to produce 
coal that they could not nave economically produced before. If the 
capitalization were not watered, and you asked a man to continue his 
coal operation in a place where coal could not have been competitively 
produced, then I think you should allow that man a profit for his 
operation, and the use of his capital, [although he might not have 
made a profit prior to the war, altnough he was working in good faith 
and his capitalization is not watered. 

Mr. Crisp. You understand the practical situation, or the practical 
proposition that confronts this committee, and you are one of the 
officials of the Government, and I wanted, for myself, your judgment 
under existing conditions. We are in war. I wanted to ask you 
which was the most equitable basis. 

Mr. Kent. Getting oack to my original proposition, the encourag- 
ing of production, it seems to me that you should treat with latituae 
those who are now engaged in production that did not have a profit- 
able business prior to the war. 

Mr. Crisp. What percentage of the expense of the war do you think 
should be raised by direct taxation ? 



KEVEKUE BILL. 1137 

Mr. Kent. I should hope it is. possible to raise one-third, as has 
been suggested^ without damaging production. I only have a loose 
opinion about it, but I believe it can be done. 

Mr. Crisp. I understand, but I have confidence in your opinion, 
and I am asking these questions to get your views. Have you given 
the question of what the tax rates of the income tax and excess-profits 
tax should be ? 

Mr. Kent. No. 

Mr. Crisp. Have you any opinion as to what should be the normal 
rate of income tax ? 

Mr. Kent. What do you mean, the limitation ? You mean how 
much should be laid ? 

Mr. Crisp. No; the present rate is 4 per cent. You understand 
that the duty confronts this committee of raising practically $2 where 
$1 is now raised, and I think it is the universal opinion that a great 
part of this amount must be raised from income and excess profits 
taxes. 

Mr. Kent. I should go Ught on the small incomes, and raise it in 
increasing measure as you get up to the larger incomes, and I have 
no objection to taking everything above $100,000, for instance. I 
do not think there would be any hardship inflicted. If you wanted 
to get down to $50,000, I would not complain. 

Mr. Crisp. You- have never given any attention to the question of 
graduated rates of t/ixes ? 

Mr. Kent. I have not given it any attention; no. 

Mr. Moore. I want to correct my question about domestic ser- 
vants, and state the law, so that there will be no misunderstanding 
about it. You yourself raised that question, because you thought 
we might get along very well without butlers and chauffeurs and 
other such luxuries. 

Mr. Kent. I never owned a butler. I have a chauffeur. 

Mr. Moore. I think you are a pretty good one yourself, judging 
from the way you go down the Avenue sometimes. 

The Burnett immigration law provides as follows: 

That the provisions of this law applicable to contract labor shall not be held to ex- 
clude professional actors, artists, lecturers, singers, ministers of religious denomina- 
tions, professors of colleges and seminaries, persons belonging to any recognized legal 
profession or persons employed as domestic servants. 

Mr. Kent. I think if we have them over here we ought to put them 
to work, including the lawyers. 

Mr. Moore. I am glad to have your opinion as to them, as well 
as some of these other ornamental persons who come over here from 
the other side to tell us what to do on this side. But I want to ask 
you a question or two about your main Une of reasoning, which I 
understand to be that we should encourage production, with which 
I agree, and that we must raise our revenues by a tax on production. 

Mr. Kent. We have to raise it out of production. It is the only 
place it can come from, but I do not say that I beUeve in a tax on 
production. I beheve in taking a part of the products. It is aU you 
can get. It may be in terms of money or in kind, but the only thing 
you can take, in terms, is product. 

Mr. Moore. Exactly; and you said in your general statement you 
would apply a tax on consumption, and restrict it to production 
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only, and I wanted to get yonr meaning — whether you intended that 
we should endeavor to raise the revenue exclusively from production. 

Mr. Kent. I do not say — I say the only way you can get it is out 
of production. Now, I have no objection to a consumption tax on 
certain things. I have no idea but that a semiluxury, Uke coffee, 
might properly have a consumption tax placed on it. I think it is 
proper that an item like sugar, which can oe dispensed with to a cer- 
extent without damage, might temporarily, as one measure, pay a 
consumption tax. But that consumption tax is collected in terms 
of money, and that has to come out of production somewhere, 
somehow. 

Mr. Moore. Referring to terms of money, I imderstand you 
would be wilUng to take everything a man earns above $100,000 s 

Mr. Kent. Provided it were not needed in his productive busi- 
ness; yes. 

Mr. Moore. That is to say, if it were not to be used over again 
in producing more ? 

Mr. E^ENT. In producing more stuff; yes. 

Mr. Moore. Would you, then, eliminate some of the taxes that 
are now imposed? In your general tax on production would you 
eUminate the war excess-profits tax, for instance ? 

Mr. Kent. No; I think that is a good way to get at it. 

Mr. Moore. Then you would hold such taxes as we now imposed 

Mr. Kent. And I would put on all that thq traffic would bear 
without injuring production. 

Mr. Moore. And seeing that we have to raise $2 next year for 
every one raised this year, would you simply add that to the tax on 
production already existing, leaving the other taxes to stand as they 
are? 

Mr. Kent. I do not Uke the term ''tax on production.'' ''Taxes," 
we will say. The revenue has got to come out of product, but that 
is a different thing. I say if we can stand it without injuring pro- 
duction, I would double them up; but I would want to be mighty 
sure that we were not going to destroy production in doing so. 

Mr. Moore. I say, continuing your production. 

Mr. Kent. I never used that term, "tax on production.'' 

Mr. Moore. You said that we had to raise this out of production. 

Mr. Kent. Out of products, yes. 

Mr. Moore. You would raise it out of the ore that goes out of the 
mine, for instance? You would tax that? 

Mr. Kent. It depends on what the result would be. 

Mr. Moore. That would be production, and it would be the employ- 
ment of capital. 

Mr. Kent. I have not gone into the detail of specifying how that 
would come. That ore might come in on excess-profits tax — ^war- 
profit tax. It might come in a number of ways. These people who 
get that ore out of the ground might accumulate a large profit. I 
might take it out of them with an mcome tax or profits tax, or any 
way you could get it. 

Mr. Moore. You would take it out of the profit or the money ? 

Mr. Kent. I would take it out of the ore mine's income; out of 
the dividends of the stockholders. 

Mr. Moore. Would you take it out of the product of a farm? 
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Mr. KJENT. I would take it out of everything that pays income 
above a certain amount. 

Mr. Moore. I want to know if that is as specific as you care to be^ 
because it would be very helpful to us, knowing you as we do and 
understanding your experience in this matter. Would you take it 
out of grain, lor instance, if we could put grain in such unit form as 
to be able to tax it ? 

Mr. Kjent. You are figuring now to put the tax back on the con- 
sumer. 

Mr. Moore. No; I am trving to put it on the production. 

Mr. Kent. If the farmer by his operation made a large net income, 
I think he should be taxed on his income. I would not want to put 
a tax on grain and then have that shifted over onto the consumer 
again. 

Mr. Moore. That is it. Suppose we could group the grain A 
bushels, or in whatever shape we might make a unit; for purposes of 
taxation for revenue, woula you tax that kind of production? 

Mr. Kent. Tax grain ? 

Mr. Moore. Yes. 

Mr. E^ENT. No; I would not. I would tax the result, the profit 
of the operation, the same as I am taxed now in my cattle busmess. 
I have to pay large taxes on my cattle business; and at the same time 
if I had been taxed on the cattle themselves and there had been an 
open market — I am saying '4f,'^ of course — which there is not, but 
if there had been a production tax on cattle, I would have put that 
tax back on the consumer. I do not like that kind of taxation. 

But they come to me and say, ''Here, you have made money this 
last year, and we want a large excess profits tax from you," and I 
say, ''Go to it; and if you want to increase it, go to it;" out I do not 
want to lay a tax on the product that goes back to the consumer. 
We want to take the money out of the net that the man has and 
force the man toward greater economy of living. 

Mr. Moore. You have been studying cotton and wool both in 
your tariff commission, have you not ? 

Mr. Kent. We have not had anything whatever to do with cotton. 

Mr. Moore. Cotton comes in unit form. 

Mr. Kent. We have not taken up cotton at all. We have done 
some work on wool. 

Mr. Moore. Would you approve of a tax on cotton? 

Mr. Kent. A consimiption tax ? 

Mr. Moore. Yes. 

Mr. Kent. Meaning, thereby, that you would add to the price to 
the consimier ? 

Mr. Moore. Yes. 

Mr. Kent. No; I would not. I would tax the surplus profits of 
the cotton grower. I would not lay a tax that woidd increase the 
price to the consumer. I would lay a tax that would take away the 
excess profits of the man that raised the cotton. 

Mr. Moore. You would tax the products of the mill? 

Mr. Kent. I would not tax production of the mill, but tax the 
resulting dividends or resulting earnings of the mill over and above a 
reasonable return on capital and replacement. 

Mr. Moore. I may have misunderstood you. 

6405^— 18— No. 16 4 
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Mr. Kent. I never said I was going to tax the products. 

Mr. Moore. I understood you to start out by saying that we had 
to increase this revenue bv a tax on production. 

Mr. Kent. No; I said it must be paid out of products; not by a 
tax on production. I would not levy taxes that would go back on 
top of the consumer on top of all these things. 

Mr. Moore. This is one thing that troubles some of us, if we are 
to raise this revenue, as we must raise it out of products, as you 
indicate 

Mr. Kent. It can not come from anywhere else. 

Mr. Moore (continuing). If we go and exempt certain products 
along the line, it is a question how far we can go in raising it. 

Mr. Kent. I have never insinuated or said that I wanted to tax 
the products. 

• Mr. Hawley. Do you think it is possible to frame a system of 
taxation in which there would be no snif ting of the tax burden to the 
ultimate consumer ? 

Mr. Kent. There are means whereby a large proportion would 
be shifted to the ultimate consumer. You take my own personal 
case ; if I am charged a big income tax, what do I do ? I shut down 
on my expenses. I save that. I have very few people connected 
with me tnat are not profitably or productively employed, but I will 
find out where those unproductive people are and turn them into 
something else; and I can not shift that on to anybody else, and 
that is taken out of me, that is taken out of my personal economies, 
out of my method of living; and that is what ought to be done. 

Mr. Hawley. It has been urged that taxes which would be shifted 
to the ultimate consumer created a situation in which the general 
people bore a proportionate share of the burden of carrying on the 
war. What do you think of that ? 

Mr. Kent. You can figure out certain things, as I suggested before, 
that are along the line of what you might call relative luxuries. 
The nearest to a necessity of those would be sugar. Tea and coffee 
would be nearer luxuries than sugar. There are some things of 
that sort where you probably couJd place a consumption tax that 
would raise large revenues without any extreme privation to the 
great body of our people. 

Mr. Hawley. You would not levy a tax to be shifted to the con- 
sumer on the necessities of life, but you would levy one that would 
be shifted on the nonnecessities ? 

Mr. KJENT. On the relative luxuries. Of course, sugar is now more 
of a necessity than a luxury. 

Mr. Hawley. Do you think it possible to frame a tax on that 
basis? 

Mr. Kent. I think so. I think you could frame a consumption 
tax on those items. I do not see why not. 

The Chairman. Are there any other questions ? 

Mr. Kent. Thank you, gentlemen. 

- (Thereupon, at 1 o'clock p. m., the committee took a recess until 
2.30 o'clock p. m.) 
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AFTER RECESS. 

The committee resumed its hearing at 2.80 o'clock p. m., pursuant 
to recess, Hon. Claude Kitchin (the chairman) presiding. 

The Chairman. The committee will come to order. We will now 
be glad to hear Mr. Baker. 

STATEMENT BT GIBBS L. BAKEB, ATTOBNET AT LAW, 

WASHINGTON, D. C. 

Mr. Baker. I desire to direct the attention of the committee to 



The Chairman. Will you please first give your position or what 
interest you represent? 

Mr. Baker. I represent in this hearing 14 fire insurance companies, 
as follows: Assurance Co. of America, Colonial Assurance Co., Cen- 
tury Insurance Co., Merchants Fire Assurance Corporation, London 
& Lancashire Life & General Assurance Association, General Fire Insur- 
ance Co., LTrbarne Fire Insurance Co., Eagle Star and British Domin- 
ions Insiu*ance Co., l^nderwriters at American Lloyds, Underwriters 
at Great Western JJoyds, Underwriters at New York and Boston 
Lloyds, the National Underwriters of America, and the Union 
Underwriters of New York. 

I would also like to say that there is present here to-day Mr. John 
T. Barker, of New York, representing about 20 more fire insurance 
companies, and Mr. Robert O. Dyer, who is an expert accountant 
in tax matters, and who has been advising the different insurance 
companies from time to time. 

The matter to which I direct the attention of the committee is 
rather one more of the administration of the law than any change in 
it, and grows out of the construction placed on the law by the Treas- 
ury Department, which has resulted, as these companies feel, in 
inequality of taxation. The tax, of course, bein^ levied upon net 
income permits certain deductions to be made, and under the law of 
1916, as amended by the law of 1917, those deductions, as found in 
Part II, section 12, are — 

In the case of a corporation, joint-stock company, or association, or insurance com- 
pany, organized in the United States, such net income shall be ascertained by deuct- 
ins: from the gross amount of income received within the year from all sources — 

First. All the ordinary and net^essary expenses paid within the year in the mainte- 
nance and operation of its business and properties, including rentals or other payments 
required to be made as a condition to the continued use or possession of property to 
w^hich the corporation has not taken or is not taking title, or in which it has no equity. 

Second. All losses actually sustained and charged off within the year and not com- 
pensated by insurance or otherwise, etc. 

And, under section C in this same second clause, there is provided: 

In case of insurance companies, the net addition, if any, required by law to be 
made within the year to reserve funds and the sums other than dividends paid within 
the year on policies and annuity contracts. 

Mr. Sterling. What are you reading from? 

Mr. Baker. From the revenue laws compiled by the Treasury 
Department from the act of 1916, as amended in 1917. 

Mr. Sterling. Is that the law itself '( 

Mr. Baker. Yes, sir; this language is identical with that contained 
in the original act of 1909, and it has gone through all of the acts 
and has been subject to no change that I am aware of. 
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Now, a controversy has arisen in the Treasury Department as 
jO what this expression *' required by law'^ contemplates and means^ 
ind with what intent Congrass enacted it. The Treasury Depart- 
nent in pursuance of that act in its regulations provided, as applying 
X) insurance companies, that returns of insurance companies must be 
-endered in conformity with reports made to State insurance depart- 
nents. It further provides: 

As all insurance ccmipanies are required by law to render their reports to the various 
^tate insurance departments for the calendar year, their returns of annual net income 
or the purpose of income tax should be made for the same period, unless their books 
ire actually kept on a fiscal-year basis. 

So that in administering that law the Treasury Department has 
;aken the returns made by the various insurance companies to the 
5tate insurance commissions as the basis for the levying of the tax. 
[t happens that in some States the law requires a reserve to be set 
ip by these companies, not only" in form but in fact, for unpaid 
osses — the losses that have accrued but not yet paid. The law of 
^aUfornia requires it specifically, and perhaps the law of Illinois, and 
ilso Missouri, require these reserves to be set up by insurance com- 
panies that have accrued but have not yet been paid ; I mean at the 
md of the year. In aU cases arising from these States the Treasury 
Department permits the deduction from the income of those reserves 
let up in accordance with the requirements of the State. 

There are, perhaps, 135 or 140 fire insurance companies in the 
United States. Of course a great many of them center in the East, 
md I presume a very small proportion of them in the States I have 
mentioned. Under the laws of most of the States, while the reserve 
s not actually required by law in plain, unambiguous terms, yet it is 
'equired in a sense, because the commissioner has instructed that if 
reserves for these unpaid losses are not set up by the companies it 
jhall reflect upon their solvency, and if found insolvent they must, of 
course, reinsure or go out of business. 

Therefore the practical effect in all of the States, either by virtue 
of plain, express provision of the law or by virtue of some provision 
the insurance commission makes pursuant to the law, these insurance 
companies are compelled to set up reserves for unpaid losses. Yet 
in tnree or four States, where no State statute requires a reserve 
specifically, they are permitted to set it up in deauction of their 
income for purposes of Federal taxation, whereas in all other States, 
where they do set it up, they are not permitted by the Treasury 
Department to deduct it. 

Mr. Sterling. You are speaking shnply of unpaid losses. 

Mr. Baker. Reserves for unpaid losses. 

Mr. Sterling. That is, the next year you get it. 

Mr. Baker. If you make any money from which to deduct it. 

Mr. Sterling. You would pay it for the next year ? 

Mr. Baker. Yes. 

Mr. Sterling. And then you would deduct it ? 

Mr. Baker. Yes; if he haa income to deduct it from. I am coming 
to that in a moment and will explain it. 

Mr. Sterling. All right. I just wanted to understand that. 

Mr. Baker. Now, gentlemen of the committee, this matter has 

fone to the Supreme Court on the contention between the Treasury 
)epartment and the taxpayers, the taxpayers contending that the 
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reserve was required by these various States and insurance regula- 
tions in effect, and therefore they should be allowed to deduct it. 
The Supreme Court, in a decision in the matter, in the case of William 
McCoach, collector of internal revenue, v. Insurance Co. of North 
America, has held that it was evidently not in contemplation by Con- 
gress that any reserves should be set off against income, except those 
specifically required by law, and the decision gives to the law the 
technical meaning that its words imply and does not give to those 
companies the benefit of all the requirements made bj State regula- 
tions in pursuance of State law which would result m an equitable 
distribution of this tax. 

After paying this tax, I assume it is the desire of this committee, 
and of the Treasunr Department and the court, to administer it 
equitably and distribute it pro rata among the people who have to 
pay it. We are not here to discuss the amount of the tax or to com- 
plain about the tax^; we are here to ask that the committee shall so 
express what the intention of Congress was in the passage of this act, 
or will incorporate such an amendment in the new law as will cause 
this tax to be equitably distributed among all the companies affected 
by it. 

The result of the matter is that all the companies that I represent 
are compelled to pay a tax without the deduction of these reserves 
for unpaid losses, while in many other parts of the country they are 
permitted to deduct the losses. 

In answer to the question' by Mr. Sterling as to why it would not 
be just as well to have the rule prevail that the loss should be charged 
off in the next year, I will state that that would be true if these com- 
panies made any money in the succeeding year out of which they 
could charge off these losses that had accrued during the preceding 
year. As a matter of fact I am informed — and I will submit for the 
committee's interrogation an expert on this subject — these companies 
do not earn sufficient money as a rule to permit the carrying over of 
these losses with any hope that they will be deducted from any in- 
come that wiU be left over and above ordinary expenses and losses 
during the forthcoming year. I am informed that the average rate 
of losses is about 60 per cent, and the cost of doing business is about 
40 per cent initially, and on a final accounting that the losses are in 
the neighborhood of 53 per cent on an average throughout the coun- 
try, while the expenses of operation are about 40 per cent, making 
a total of 93 per cent, and the total amount of income that these 
companies receive is less than 5 per cent on the invested capital. 
So it is not possible as a practical matter to carry over these losses 
from one year to another and hope to get the benefit of the deduction 
from the next year's income, because there probably will be no 
income from which to pay it. 

Mr. Sterling. What would you pay them from if you did not 
have any income ? 

Mr. Baker. You could not pay them unless you had income. 

Mr. Sterling. I mean the losses ? 

Mr. Baker. Oh, the losses. They would be paid out of income 
from the current year if you deducted them for tnat purpose. 

Mr. Sterling. It seems to me the amoimt of taxes would be just 
the same in either case ? 
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Mr. Baker. If the companies are makii^ money for that year; 
but suppose a company made money this year and had fimds out 
of which to deduct these reserve-fimd losses but were not permitted 
to do it, and paid taxes and distributed their income as oividends, 
and then suppose the next year it did not make any money, it would 
have losses to pay the succeedmg year but have no funds out of 
which to deduct them. 

It is not possible that the committee would want the companies 
to assume any such risk as that when all might easily be obviated by 
a simple amendment to the law which would provide that these 
companies could deduct the net addition if any required by law, or 
regulations made in pursuance of law, which would cover the whole 
situation. 

Mr. Sterling. Have you indicated where you would insert such 
an amendment ? 

Mr. Baker. I would suggest that the law be amended as follows : 

Amendment to Part II, section 12 (2), para^aph 2, of the act entitled "An act 
to increase the revenue and for other purposes," approved October third, nineteen 
hundred and seventeen. 

Amend that portion of the said second paragraph, under subdivision (c) by ad- 
ding the words "or regulations in pursuance of law" after the word "law" in said 
subdivision (c), so that the said subdivision will read as follows: 

"(c) In the case of insurance companies, the net addition, if any, required by law, 
or regulations made in pursuance of law, to be made within the year to reserve funds 
and the sums other than dividends paid within the year on policy and annuity 
contracts." 

That woidd give these companies the benefit of the requirements 
of the various State insurance commissions, and woidd put them 
exactly on a parity with all those companies where the express lan- 
guage of the statute requires these reserves to be set up. 

As to the practical operation of the fund affecting income and the 
taxation of these companies I desire the committee to hear for a 
moment Mr. Stewart, who is an expert accountant in the employ of 
these insurance companies. 

Mr. Sterling. Let me ask you another question before you retire: 
Suppose the committee felt it absolutely necessary to get more revenue 
from the insurance companies, and we feel that we must ask the in- 
siu'ance companies for more revenue in order to help the Government 
at this time, have you any suggestions as how best to do it ? 

Mr. Baker. Yes; by taxing these companies. But I want to sug- 
gest in doing so you should apply it equitably among the companies. 
If it is the desire of the committee to do that we are not here to object 
to the rate of taxation, but we do ask that it be distributed equally 
among all of the companies and be distributed in such fashion that it 
can be paid out of the profits and not out of invested capital. 

I will now ask that you hear Mr. Stewar^. 
' The Chairman. The committee will hear Mr. Stewart. 

STATEMENT OF BOBEBT L. STEWABT, AGGOXJN'TAirT, MAIDEN 

LANE, NEW TOBE. 

Mr. Stewart. Mr. Baker has stolen all my thunder 

The Chairman. I would like you to state whom j6u represent? 
Mr. Stewart. The Colonial Insurance Co. As I said, Mr. Baker 
has stolen all my thunder. He has covered the point that T had 
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to make, and that was that the application of the law as it is now. 
made, possibly may, and in fact does, work injustice to the com- 
panies. As long as the companies make money year in and year out 
the amount of the tax will not be reduced, but if at the end of a 
given year they should have a large sum of ilnpaid losses which had 
accrued, and the next year they should have unfavorable experiences, 
then they could not, under tne present method of administration, 
et back the tax which* had been exacted in advance, so to speak, 
y putting it on an accrual basis — that is, by receiving credit for the 
unpaid losses year in and year out, the amount of the tax would not 
be lessened provided the companies made money. On the paid basis 
if they lost money in any one year they wolild be out of pocket. In, 
other words, they would pay tne tax in advance, which does not seem 
fair. 

Mr. Sterling. Did very many insurance companies last year come 
up against the difficulties that you have mentioned ? 

Mr. Stewart. In the year 1917 for something like 135 companies 
the loss ratio was 57 per cent and the expense ratio was 42.4 per cent 
I think, which made about 99 per cent. The larger part of that 57 

Eer cent of accrued losses was impaid during the year, yet the tax 
as been paid on it. If they run into another year with the same 
experience there is nothing to get that tax back from, there will be 
no profit, and it is not unreasonable to suppose that that condition 
might occur. I think, as Mr. Baker mentioned, the percentage of 
losses, or the loss ratio, as we term it, for the period of years since the 
companies have been in business is something like 53.6 per cent, and 
the expense ratio runs around 40 per cent. 

Mr. Sterling. Do you mean to say that insurance companies pay 
losses amounting to 57 per cent and it takes 42 per cent to operate 
the companies ? 

^x. Stewart. Yes, sir. These are statistics compiled by the 
National Board of Fire linderwriters, for one, and then again, I have 
here a table, an exhibit, I will say, showing something like 135 
domestic insurance companies, and their loss ratio for the period that 
they have been in business, not taking into account unpaid losses they 
had outstanding at the end of the period, is 53.6 per cent; and* the 
experience of these same companies for the year 1917, as I men- 
tioned, shows a loss ratio of 57 per cent and an expense ratio of 42.4 
per cent. 

Mr. Sterling. It takes almost half the premiums that they collect 
in order to run the companies ? 

Mr. Stewart. Yes, sir. The average expense ratio is around 40 
per cent. 

Mr. Moore. Is that expense made up chiefly of salaries^ 

Mr. Stewart. That includes salaries, commissions, taxes, fees, and 
charges of any and every kind. 

Mr. Moore. What relation do salaries bear to commissions, as a 
rule? 

Mr. Stewart. That I ain unable to say. 

Mr. Moore. Commissions, of course, are paid for drumming up 
business ? 

Mr. Stewart. Yes. Some companies are operated on a commis- 
sion basis altogether and pay no salaries. 
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Mr. Moore. Some of them are perpetual, run as long as they do 
business ? 

Mr. Stewart. What do you mean, commissions? 

Mr. Moore. The commissions run as long as the policies are in 
effect, do they not? I mean, as long as the premiums are collected? 

Mr. Stewart. Yes. 

Mr. Moore. A sort of perpetual conunissions ? 

Mr. Stewart. Yes, sir; and the same conmiission applies to re- 
newal premiums. 

Mr. Moore. Have you any idea, taking any given company, how 
much is paid in commissions and how much in salaries ? 

Mr. Stewart. No, sir; I have no statistics available for that, not 
to my knowledge. 

Mr. Hawley. How do you create reserves ? If your operating ex- 
pense is 42 per cent and your losses amount to 57 per cent how do 
you create a reserve ? 

Mr. Stewart. These losses are all reported to the various com- 
panies through which they operate, with the estimated amounts. As 
to some losses, of course, it is impossible to tell just what they are 
going to work out, but experience has shown that the companies 
come within about 10 per cent of the actual amount of losses paid. 

Mr. Hawley. Fifty per cent is the estimated loss? 

Mr. Stewart. That is the incurred loss, which includes both the 
losses actually paid and those which are unpaid. The paid amount 
generally comes within 10 per cent or 12 per cent of the estimate which 
the company originally charged off. 

Mr. Hawley. 1 do not yet see how you create a reserve under 
those conditions. You must have some reserve funds out of which 
to pay an unexpectedly large amount of losses in any one year. 

Mr. Stewart. Yes, sir; that is what we are requu'ed to set aside 
each year by the State insurance departments. 

Mr. Hawley. Is that included in the 42 per cent? 

Mr. Stewart. No, sir; that is included in the 57 per cent. 

Mr. GiBBS L. Baker. In order to clear that up, may I ask a 
question ? What effect would this amendment have on tne revenue 
as to reducing it or increasing it? 

Mr. Stewart. As long as the companies make money it would not 
reduce the revenue. It is only in event of a company losing money 
whereby it would be penalized, having already paid the tax on the 
previous yearns business. 

Mr. Garner. Do you mean that the position of the insurance 
company is this: If you lose money this year,' and make money next 
year, you want the law so drawn that you may have credit for what 
you lose this year out of next year's income ? 

Mr. Stewart. No ; we want credit for it this year, not next year, 

Mr. Garner. Do they charge you anything if you make a loss 
this year ? 

Mr. Stewart. Yes, sir; they do. Perhaps I can give it to you in 
concrete form: Assume that a company writes a premium income of 
$100,000. Our experience shows that it costs 40 per cent, or $40,000, 
to get that business. The loss ratio averages around 60 per cent, 
which would be $60,000. Now, at the end of the year if we nad paid 
out $40,000 of these losses' we would still have unpaid $20,000 of 
accrued losses which we are not allowed to deduct, though on that 
amount we pay taxes. 
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Mr. Garner. Well, wouldn't you be allowed to deduct it next 
year, that $20,000 ? 

Mr. Stewart. Yes; if we make enough money. 

Mr. Garner. Suppose you have the same condition next year; 
you would have a deduction on next year's business of $20,000 
coming over from the previous year ? 

Mr. Stewart. Providing it was paid during the next year we could 
deduct it, but if we had the same experience, the ratio of 60 and 40^ 
there wouldn't be any income to dedxict it from. 

Mr. Garner. We have had a great many gentlemen coming 
before us, asldng if a man in business loses $100,000 this year and 
therefore pays no taxes, and next year he makes $100,000 profit and 
pays taxes, and the next year he loses $100,000, and the following 
year makes $100,000, that he be allowed an offset. If we followed 
that plan we would never get any money, would we ? 

Mr. Stewart. We do not want that. We just want each year to 
stand on its own business. 

Mr. Crisp. Is this your position? If your income is $100,000 and 
$40,000 represents your expenses and $60,000 your losses, that you 
want to be chai^ea on what you do ? I mean, if you had deaths 
during the year sufficient for you to pay out $40,000, or that you 
actuafly paid out for death benefits or fire losses, as the case may be, 
and in your case it means fire losses, representing $40,000, and if 
there were $20,000 more to be settled for that year, you estimate 
that you would lose $20,000 that you have not actually lost and 
have not actually paid out but you have paid taxes on? Am I 
correct in that ? 

Mr. Stewart. Yes, sir. 

Mr. Crisp. In making your tax return for that year you want to 
be allowed to deduct that $20,000 that you have not paid out and 
have not lost except theoretically ? 

Mr. Stewart. Yes; which we have been compelled to set up a 
reserve for by the workings of a State law. 

Mr. Crisp. I thought tnat was your position, 

Mr. Stewart. That is the point. 

The Chairman. Does any other gentleman want to ask Mr. 
Stewart any questions ? If not we will hear Mr. Dyer. 

STATEMENT BY BOBEBT 0. DYEB, ACCOUNTANT, NO. 10 WALL 

STBEET, NEW YOBK CITY. 

Mr. Dyer, The question involved is largely one of accounting. The 
general principles laid down in the more recent acts permit corpora- 
tions to elect upon which basis they will make their returns — an accrual 
or a cash basis. These fire and marine insurance companies keep their 
books of accounts by approved methods, and, necessarily, they follow 
accruals throughout. They make their reports as required by State 
laws and regulations, on the forms prescribed, which are changed at 
the whim or caprice of the insurance department of any State. 
Therefore there is no uniformity of State reports, which State reports 
are the basis of their tax return to the Federal Government. All 
other corporations are permitted to make returns on the basis of their 
books of account, and as a rule I suppose 90 per cent of them make 
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returns on the accured basis. The regulations have been quite 
liberal. 

Mr. Sterling. Please explam the accrued basis. 

Mr. Dyer. That is on a double-entry set of bookkeeping. Take 
taxes, for instance, accrued but not paid. They ure liabilities set up 
and acknowledged in the books and recognized by the board of 
directors and officers of the corporation. The Treasury Department 
has been quite liberal in recognizing charges or liabihties of that 
kind in the treatment of practically ^ corporations until they reach 
fire and marine insurance companies. Under the head of deduc- 
tion,^' as found in the revised regulations of the Treasury Depart- 
ment we find ^ 'paid '' or ' * actually paid '^ dealt with. I will read : 

Article 126. ''Paid" or ''actually paid."— "Paid" or "actually paid," within the 
meaning of this title, does not necessarily contemplate that there shall be an actual 
disbursemejpt in cash or its equivalent. If the amount involved represents an actual 
expense or element of cost in the production of the income of the year, it will be 
properly deductible even though not actually disbursed in cash, provided it is bo 
entered upon the books of the companjr as to constitute a liability against its assets, 
and provided further, that the income is also returned upon an accrued basis. 

It is generally understood, and I do not think there is an exception 
to the rule, that these 100-and-odd insurance companies all keep 
books on that accrued basis; and further, the act of 1916 recognized 
the necessity of establishing a basis for accounting, and there is a 
provision in the law that the regulations deal with and interpret per- 
taining to the accrued basis and the cash basis. I would like to read 
further under article 126: 

If in the course of its business, a corporation credits the accounts of individuals, 
firms, or corporations with the amount of any expenses, interest, rentals, wages, etc., 
due them, thereby making them subject to the personal drawings of such creditors, 
or if expenses actually incurred are vouchered in definite amounts, the amounts so 
credited or vouchered may be treated as paid, and if the amounts so credited or 
vouchered are expenses incurred concurrently with and in the production of the 
income of the year, they may be allowably deducted therefrom. 

This ruling must not be construed to allow as a deduction any accrued charges which 
if paid in cash or otherwise would not be deductible. 

Of course, that is imderstood. The language of the excise tax, and 
pertaining to insurance companies, is practically the same that we 
find in the act of September 8, 1916, and of Octooer 3, 1913, and the 
recent act of October 3, 1917, amending the act of 1916. Practically 
aU corporations are permitted to make their returns as thev may 
elect, and to claim liabilities that are properly recognizable and 
chargeable in their books of account, and such deductions are prac- 
tically in every instance allowable imless open to question in the exam- 
ination made by the Treasury Department. 

The intent evidently of Congress when the question was first con- 
sidered was to permit the deduction from their earnings of reserves 
required by law. It is a very broad term. It did not say ''State 
law'' or ''Federal law.'' In the administration of the act under the 
Treasury Department it was recognized that they had many State 
laws to deal with. Very few are identical. A few States, as Mr. 
Baker has recited, California, Illinois, and Missouri, require specific 
cally that if such is the claim reserves shall be set up. 

Other States, New York, Pennsylvania, Maryland, and probably 
all the Eastern States, by indirection require the same thing, but the 
department is limited to the language of the act "required by law." 
These regulations have the force and effect of a statute imtil over- 



BEVENUB BILL. 114 ft 

turned hy the courts or reversed by a successor in office. Regula- 
tions of msiu-ance departments made in pursuance of law have the 
force and effect of law, and the law by indirection requires these 
reserves to be set up. Fire and marine insm^ance companies are 
paying taxes often on an actual deficit rather than on income, by 
reason of the fact that the loss reserves they are compelled to set up 
in their books are not specifically required except by statute, or only 
by indirection I mean. Therefore the remedy we ask is that you 
interpret the meaning of Congress *' reserves required by law/' 
. Mr. Barker, of New York, representing about 20 insurance com- 
panies similarly situated, would be glad to be heard on the same 
subject. 

The Chairman. We will be glad to hear Mr. Barker. 

STATEMENT OF JOHN T. BABEEB, NO. 27 WILLIAM STBEET^ 

NEW YOBK CITY. 

I represent the following insurance companies: 

Norske Lloyd InBurance Co. (Ltd.), of Christiania; Whist & Co. (Inc.), United 
States manager, marine department. 

International Fire & Marine Agency Corporation, United States manager, fire 
department. 

Norwegian Assurance Union (Ltd.); Robert Van Iderstine, United States manager. 

Western Assurance Co. of Toronto; Whist & Co. (Inc.), United States manager,, 
marine department. 

Union Insurance Society of Canton; Willcox, Peck & Hughes, United States 
manager. 

Yang-Tsze Insurance Association of Shanghai; Willcox, Peck & Hughes, United 
States manager. 

Northern Insurance Co. of Moscow; Fester & Folsom (Inc.), United States manager. 

Warsaw Fire Insurance Co. of Warsaw; Fester & Folsom (Inc.), United States! 
manager. 

Union & Phenix Insurance Co. of Spain; Fester & Folsom (Inc.), United Statess 
manager. 

Salamandra Insurance Co.; Meinel & Wemple (Inc.), United States manager. 

Second Russian Insurance Co.; Meinel & Wemple (Inc.), United States manager. 

American Equitable Assurance Co. of New York. 

Equitable Underwriters of New York. 

Knickerbocker Insurance Co. of New York. 

New York Fire and Marine Underwriters. 

Norwegian Underwriters. 

Assurance Underwriters of America. 

Lloyds New York. 

Norwegian Globe Insurance" Co.; Robert Van Iderstine, United States manager. 

European Accident Insurance Co. (Ltd.); Fester & Folsom (Inc.), United Statesj 
manager. 

There is very little that I can add to what has been said by the 
gentlemen who have preceded me. They have covered the ground so 
carefully that if I should attempt to extend mv remarks it would 
merely be by way of repetition, and I do not tnink the committee 
would care to listen to repetition. 

I would hke to add, however, that what we wish is to have the law 
made specific, so that we can understand it. To-day as I understand 
the law, and I have had some experience with it though not as much 
as these other gentlemen, we are practically paying a tax upon a loss. 
As things stand to-day that is the situation at the end oi the year 
when we go to make up our accounts and I might suggest, by way of 
illustration, suppose we find we have losses not yet paid to the extent 
of $100,000. As the law reads to-day we have no right whatever to 
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make a deduction, and the result is that $100,000 goes into the 
returns exactly as it is. The following year on the face of our own 
return we are taxed upon the full amount of that loss. The next 
year we pay the tax. We are denied the right to deduct the tax 
irom the income tax return. As a matter of fact almost every single 
<lollar, and perhaps every single dollar, is an absolute liability upon 
the books and which we are compelled to meet in one way or anotner. 

Mr. Garner. Is that the fault of the present statute or the fault 
of the Internal Revenue Department in the construction of the 
statute ? 

Mr. Barker. We are inclined to think it is the fault of the statute. 
You know as well as I do that we sometimes differ in the construction 
of statutes, and we think frequentlv, and perhaps it is true in this 
instance, if it were made more specific and definite in its language we 
^would be sure of a uniform construction of it. As it is to-day every 
State in the Union may, if we do business in all the States, cause us 
to make different returns. As has been well stated by Mr. Baker 
and Mr. Stewart separate returns may be required according to the 
<lesire of the commissioner of any State. I think Illinois requires 
one statement, and Pennsylvania another, and some other State 
^will require another one. 

Mr. Garner. How could that be regulated by the Treasury Depart- 
ment? You don^t think the commissioner of insurance of Pennsyl- 
T^ania, or of Illinois, would require you, if there were a general order 
issued that an insurance company would report at its own home place ? 

Mr. Barker. There is no law of the Federal Government on 
Teserves, and the result is the only law we can conform to is the law 
of the State in which the business is transacted. 

Mr. Green. Have you gentlemen prepared an amendment that 
you think would fit the situation ? 

Mr. Barker. Yes, sir; and it has been submitted by Mr. Baker. 

Mr. Green. All right. That must have been done before I came 
in. 

Mr. Baker. Now, gentlemen of the committee, we want something 
definite in the statute, and to be allowed a deduction for these losses 
^when they come. If they are put oflf to the time actually paid, and 
ivill not be paid until next year, we do not think in the meantime 
^we should be taxed. 

Mr. Dixon. You want a deduction on the face of the policy? 
. Mr. Barker. We want a deduction on the accrual oasis of our 
Tetums. The accrual basis is simply double-entry bookkeeping, and 
merely takes in everything that is brought up to the day. It is not 
necessarily due. 

Mr. Dixon. Don^t you adjust losses as rapidly as you can? 

Mr. Barker. That is the policy. 

Mr. Dixon. About how rapidly do you pay them ? 

Mr. Barker. Just as fast as tney can possibly be determined. 

Mr. Dixon. Then the amount carried over must necessarily be 
limited to the last one or two months in the year ? 

Mr. Barker. Yes; it should be that wav, and I think perhaps on 
the whole would be true, because it is the policy of all insurance 
coinpanies to settle losses as quickly as possiole. 

Mr. Dixon. If the losses for the month of December were $100,000 
and imadjusted losses were $75,000 you would ask a deduction for 
«100,000 m December ? 
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Mr. Babileb. Well," we would ask for a fair deduction. I don't 
know just exactly what the amount would be. It would have to 
be reasonable. We would have to swear to the returns. The 
reserves themselves would require that. We would pay upon them. 

Mr. Dixon. It sould be adjusted in the retm^n for tne next year ? 

Mr. Babker. Yes. When we come to pay taxes the tax would be 
fair. We do not want to escape taxation, and believe ia taxation,, 
but would like it to be imiform and definite and positive so as not to 
be taxed upon obvious losses. 

Mr. Rainey. This is not exactly appropos to what jou have been 
discussing, but for the information oi the committee ia making up 
the next war revenue bill I want to take up with you, and have no 
doubt you are advised about it, the subject of insiu-ance which is 
written in this country by foreign insurance companies who are not 
authorized to do business here and have no domicile ia any of our 
States. Do you know about that ? 

Mr. Barkeb. How is that ? 

Mr. Kainet. Do you know of any business of that kind which 
we have not so far reached in our tax provisions ? We have no law 
which prevents the owner of a ship from taking out a policv in a 
foreign country, direct ia that foreign country, through its foreign 
office. I understand of this class of msm^ance, called transportation 
and marine iasm^ance, one of yom* insurance presidents not long ago 
said with reference to the subject that $25,000^000 went abroad 
each year in premiums. These companies do not do business in this 
country at aU : that is, so far as" mamtaining an office here, and are 
not authorized to do business in anv State of the Union, and yet it 
seems that they are impinging on the business of foreign companies 
which are authorized to do business here, and on the business of our 
own domestic companies. Do you know about business transacted 
in that way, and how we can reach it for taxation ? 

Mr. Babkeb. I have no information that I could advance to the 
committee to-day upon which it might depend. I should be very 
glad to appear before the committee at any time it might have a hear- 
ing on that subject. 

Mr. Rainey. If you can get up some data I would like to have it. 
I favor taxing that business. 

Mr. Babkeb. I thiak conditions have changed very largely in the 
last few months. Of course foreign companies issue what they caU 
' ' cover notes, " perhaps bought by cable. . But the fimds themselves 
are reached by taxation. When you go to remit, the amounts re- 
ceived on these notes are taxable at the source. Foreign corpora- 
tions and foreign individuals are reached at the source. Domestic 
corporations and domestic individuals are reached by information 
indirectly at the source. 

Mr. Rainey. We will say that A owns a ship or some sort of float- 
ing structure and he takes out a policy directly from some Liverpool 
company, doing business only in England and not authorized by any 
State of the Union to do business here. If that ship is lost you say 
in some way it is taxed ? . 

Mr. Babkeb. Well, of course, the premium is collected at some 
place. 

Mr. Rainey, He remits the premium abroad. 
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Mr. Barker. If he remits you see you have your remed}^ there 
under the — well I do not know what you call it, but I believe the 
alien enemy law, or whatever it may be. They have their remedies 
there to reach funds which are remitted. 

Mr. Rainey. What is the remedy ? I do not know of any remedy. 

Mr. Barker. You see insurance companies here doing business 
abroad through foreign correspondents are required to furnish state- 
ments to. the Alien Property Custodian, or whoever the proper man 
may be 

Mr. Rainey (interposing). But that is not the situation here, and 
I do not think you understand the question. The insurance contract 
is made in a foreign country, and although the man taking out the 
contract is an American citizen he pays nothing here but pays it on 
foreign soil. 

Mr. Barker. He has a return to make. 

Mr. Garner. He has it paid by exchange in Liverpool. 

Mr. Barker. I do not mean by that that you should not amend the 
law to cover any such case. 

Mr. Garner. Where, Mr. Rainev asks, is it covered by the present 
law? 

Mr. Barker. In the making of his return. It is his duty to see 
that taxes are deducted and paid to the United States Government, 
because he is liable for the return; he is the source. 

Mr. Rainey. I do not think you can reach such a case in this 
revenue law. 

Mr. Fairchild. We have nothing here to cover that situation that 
I know of. 

Mr. Barker. He must make a return for payments made. Even 
domestic companies have to do that. 

Mr. Fairchild. You are talking about an altogether different 
matter I think. 

Mr. Barker. Perhaps I am. I think perhaps I have a different 
point in mind. As a matter of fact he is paying out funds, he has 
got to make his returns for payments made. 

Mr. Fairchild. You are talking about an altogether different 
matter I think. 

Mr. Barker. Perhaps I have got the wrong point in my mind. 

Mr. Rainey. I have been informed different individuals in this 
country take out marine and transportation insurance abroad without 
the intervention of any agency here at all and from companies that 
don^t do business here at all. 

Mr. Barker. That I beUeve to be true. 

Mr. Rainey. And that the premiums they send abroad some com- 
panies estimate it as high as $50,000,000 a year and we can't reach 
them at all. 

Mr. Barker. That is a matter I would have to look up. 

Mr. Rainey. I wish you would. We want to get all the taxes we 
can. 

Mr. Barker. There are quite a number of people — new companies 
being organized in this country to-day — within tne last few months, 
and it is to the interest of the people whom I represent to see that 
the taxation is made fair. I can't speak from positive knowledge 
to-day, but I may at some later time. 
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STATEMENT OF MB. CLABENCE E. BEID, OF NEWABK, N. J., 
BEPBESENTING THE NATUBAL CABBONIC GAS CO. AND 
ALSO COMPBESSED GAS MANXJFAGTXJBEBS' ASSOCIATION 
OF AMEBICA. ( 



Mr. Reid. Mr. CJiairman and gentlemen of the Committee, I 
have only a few words to say, assuming that it is th<5 intention of 
the committee to tax the soft-drink industry along t^e same lines 
as in the present hill, and I have put this m the forra of a short 
brief which I will read, and that is about all the time I ^jll take up 
[reading]: ^t^ 

I am pleased to accept the opportunity offered, to present to yo"^ facts for your 
^consideration in connection with additional revenue tax l^islation. I represent the 
Natural Carbonic Gas Co., at Newark, N. J., also the Compressed Gas Manufacturers' 
Aflsociation of the United States, whose membership comprises 90 per cent of the 
manufacturers of carbonic gas in the United States. 

It has undoubtedly been evident to you from the statements made by the several 
gentlemen who have been heard by your committee in connection with the soft 
drink industry, that said industry is wdlling and anxious to pay the limit of the tax 
that it can stand T^dthout destruction of the business. I will not repeat the argu- 
ments of the other gentlemen who have been heard in connection with the soft-dnnk 
industry, but would say that I, representing the carbonic-gas industry as a whole, 
support their position and statements as presented at the hearing held by your com- 
mittee on the 14th instant. 

I, however, respectfully submit that in the drawing of a new bill, there are certain 
things which should be corrected which appeared in the previous bill: 

First. I suggest that a proper ratio be established between the tax on carbonic 
gas sold in dnuns and the carbonic gas manufactured by the bottler for use in his own 
beverages. 

It was conclusively shown to the committee at the hearings in connection with 
the previous bill and recommended to the House in report No. 45 on H. R. 4280 that 
the proper ratio of tax was 1 cent per gallon on the beverage manufactured by the 
manufacturer, producer, or importer of carbonic gas, as against each 4 cents per pound 
taxed on carbonic gas in drums for the carbonating of soft drinks. 

Therefore, I respectfully submit that the proper basis should be one to four; that 
is 1 cent per gallon on the beverage for each 4 cents per pound on the gas. If the 
tax in the new bill is to be 6 cents per pound on the gas sold in drums, it should be 
1^ cents per gallon on the beverage manufactured and sold by the manufacturer, 
producer, or importer of the gas, or whatever the amount of the tax, this ratio should 
be maintained. 

Second. There is a discrepancy in the present revenue tax bill, H. R. 4280, in 
sections 313 and 315, as follows. Section 313, paragraph (b), reads: 

" Sec. 313, paragraph (b). Upon all unfermented grape juice, soft drinks, or artificial 
mineral waters (not carbonated), and fermented liquors containing less than one-half 
per centum of alcohol, sold by the manufacturer, producer, or importer thereof, in 
bottles or other closed containers, and upon all ginger ale, root beer, sarsaparilla, pop, 
and other carbonated waters or beverages, manufactured and sold by the manufac- 
turer, producer, or importer of the carbonic acid gas used in carbonating the same, a 
tax of 1 cent per gallon." 

Section 315 reads: 

" Sec. 315. That upon all carbonic acid gas in drums or other containers ([intended 
for use in the manufacture or production of carbonated water or other drinks) sold 
by the manufacturer, producer, or importer thereof, there shall be levied, assessed, 
collected, etc." 

The intention of your committee at that time, as expressed in your report No. 45, 
was to tax soft drinks, and beyond question it was the intention that both of these 
paragraphs should apply to the same class of beverages, but you will note that the 
expression "containing less than one-half per centum of alcohol," was not entered 
in paragraph 315. This causes a discrimination against the manufacturer of beverages 
containing one-half per cent of alcohol or more, who purchases the gas in drums, and 
in favor of the one who manufactures his own gas. 
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If therefore, respectfully submit that section 315 should read as follows: 
" That upon ay carbonic acid gas in drums or other containers (intended for use in 
the manufactiu'e. or production of carbonated water or other drmks containing leas 
than one-half pe^ centum of alcohol) sold by the manufacturer, producer, or importer 
thereof, there shall be levied, assessed, collected, etc." 

There are two inconsistencies in the present bill that we think 
should be corrected. The other matters I think are pretty well 
covered by 6ther members representing the soft-drink industry 
here on the T4th. 

Mr. Stert,1ng. Would your suggestion reduce the revenue from 
that sou'^^'frlor increase it? 

Mr. Ris.*ivi The other gentlemen connected with the industry 
suggested .^ ' increase . 

Mr. Moore. That is to say, if your suggestion is adopted, you 
would get more revenue ? 

Mr. Keid. Get more revenue. 

Mr. Garner. That is not necessarily true with the change of the 
wording of it but the change of the rate. Suppose you leave out the 
words ''one-half per cent alcohol" in section 315 as it is in section 
313, what difference would that have? 

Mr. Keid. That the manufacturers of drinks containing one-half 
per cent of alcohol or more' if they manufacture their own gas they 
are not taxed and no reveime is produced. The result, of course, is 
no revenue will be gotten. 

Mr. Garner. If we want to get more revenue and based on the 
same law as now, we would simply leave out the words ''one-half 
per cent alcohol.' ' 

Mr. Reid. Then it would be a soft-drink tax. 

Mr. Garner. But we would get more revenue out of that ? 

Mr. Keid. Yes, sir. Carbonic gas, no matter in what manner used^ 
if it is taxed the 100 per cent it now carries would produce more 
revenue. 

Mr. Garner. If we put the provision in 313 that is in 315, then all 
carbonic gas used in — in section 313 you only pav tax on the ga& 
that goes mto soft drinks; that is less than one-hali per cent alcohol, 
is that true ? 

Mr. Keid. Yes. 

Mr. Garner. AU the carbonic gas that goes into drinks above that 
don't tax? 

Mr. Keid. Yes, sir. 

Mr. Garner. If you made it in 313 so that the only tax on car- 
bonic gas would be the tax that went in below one-half per cent 
alcohol? 

Mr. Keid. Yes, sir. 

Mr. Garner. And above that there is no tax ? 

Mr. Keid. Yes, sir. 

Mr. Garner. Whereas if you cut it out of 315 and 313 you get 
more revenue ? 

Mr. Keid. Yes; but I imagine it was put in for this reason: A 
great manj of the ingredients put in there are carbonated with their 
own gas, like alcoholic drinks, champagne, or beer. Beer, some of it, 
is carbonated artificially by simply collecting it in one part of the 
brewery and putting it in another part of the brewery, and some it 
is simply fermented and not carbonated. That would permit the 
one and not the other. My idea on this was that it was a soft drink. 
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Mr. Fairchild. You want to keep up the distinction ? 

Mr. Reed. That is the idea. The idea is to have the two para- 
graphs consistent, not let the soft-drink manufacturer who produces 
his own gas be free of the tax — that is, if we assume it is a soft drink, 
or any other drink above one-half per cent alcohol — and the other, 
who purchases in drums, have to pay the tax on it. That was the 
whole point in that first suggestion. 

Mr. Garner. And you have no objection to going up on the rate 
of taxation ? 

"•Mr. Keid. No. Anything that the industry will stand without 
destruction. Of course, you gentlemen appreciate there is a limit 
and you can make the tax so nigh you wiUget no revenue. 

Mr. Garner. Then you are perfectly willing that the soft-drink 
industry be put on the same basis as beer, liauor, and cigars; that is, 
that the taxation shall be that rate that will get the largest amount 
of revenue into the Treasury ? 

Mr. Reid. That is our idea. 

Mr. Garner. The carbonic gas going into one will be the same a& 
the other. They are all put on the same basis. Our basis of taxation 
of beer, cigars, and liquor is the rate that will get the largest amount 
of revenue into the Treasury, and if you make that difference there 
will be no 

Mr. Reid. No; but as I take it from this present bill, this one- 
half of 1 per cent alcohol distinguishes the soft-drink business and 
what was the hard drink, as it were. That was my only point. It 
should be consistent. 

Mr. Garner. We were not taxing the soft drinks as much as we 
were the hard drinks. 

Mr. Reid. You are taxing here the soft drinks through carbonic 
gas entirely. 

Mr. Garner. I understand we are only taxing soft drinks at its^ 
source, as it were, not by the gallon. What would you say about 
taxing them by the gross receipts — soft drinks ? 

Mr. Reid. When 1 came down here with some other members of the 
carbonic-gas industry a year ago and you gentlemen shoved this bomb 
under our noses — 200 per cent tax on our products — ^we tried to find a 
way out, putting it on someone else. I mean not putting it on some- 
one else except the burden of collecting it. But when we had can- 
vassed the matter from every standpoint possible, we could walk the 
man up to the soda fountain and have him take the glass of soda water, 
but there was no registering machine or anything that would tabulate 
how many drinks of soda water he put down, and we could not see 
how you were going to collect it. That was the reason given for 
putting the tax on carbonic gas. We could not understana why we 
must pay so heavy a tax. When we came down here we were given 
to understand it wasn't carbonic gas that was being taxed, but soft 
drinks being taxed at the source. It is quite a burden to the carbonic- 
gas industry. We would like to be relieved of it if there is any better 
way of collecting it. But from what I can understand I fear that the 
Treasury Department will be up against the providing of the machin- 
ery necessary for collecting it. I remember when I came down a 
year ago I was told that in the Spanish-American War the stamp tax 
cost 30 to 35 per cent of the total receipts to collect it, and that was 

64059— 18— No. 16 5 
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one of the reasons wiry vou were going to put it on carbonic gas. 
There are hundreds oi thousands of handlers of soft drinks in the 
United States. Mr. Cummings, I believe, made the statement the 
other day that there were 100,000 soda fountains. 

Mr. Gabneb. One hundred and t^en thousand. 

Mr. Reid. That is a very small number of the sellers of soft drinks. 
We take practically every grocery store, every drug store, every con- 
fectionery store, every stand, every general store. 

Mr. Faibchild. Every Uttle stand. 

Mr. Reid. Every Uttle fruit stand until it runs up to about 400,000 
in the United States, people in the retail business that resell the soft 
drinks. 

Mr. Moobe. Have you any idea how large a proportion of these 
soft drinks at stores were sold, where they don't oother to drink out 
of a glass, but drink out of a bottle ? 

Mr. Reid. That is becoming more and more the habit, because of 
the sanitary laws. Our sanitary laws make it necessary to either use 
a straw or have some very elaborate system of deansmg glasses, as 
provided in some States. The result is that 

Mr. Moobe (interposing) . Are you aware that all over the country, 
out-of-way places, where soft dnnks are sold, boys will buy it and 
pick it up and drink it out of bottle ? 

Mr. Reed. Yes, sir; and on the trains. I •would like to see it go 
the other way, but that is the 

Mr. Moobe. To what extent is that done? 

Mr. Reid. Why, it would only be a guess, but I should say pretty 
close to one-half of the business. 

Mr. Moobe. That would be important in consideration of ways and 
means to reach those matters, to check them up. 

Mr. Reed. I notice a suggestion made that the soda fountains 
wanted you to put it on the other side. It isn't in my province to 
find reasons why you can't. But I noticed a remark about the soda 
fountains and their checking system, but even the soda fountain 
mentioned, I believe, Ogram's, here in Washington — ^I am not 
familiar with it and I don't know what their system is, but knowing 
the business somewhat I would say if vou go by there the chances 
are the checks that are working through that cash register, working 
all the day long, do not represent soda water only, but they represent 
ice cream, cigars, lunches, drugs, and everything else. 

Mr. Moobe. That is true, but they could easily check it up there. 

Mr. Reid. You could check it more easily with the larger concerns 
and the more systematic concerns; yes. 

Mr. Moobe. I wanted to know if you had any suggestion for 
checking up those concerns that use carbonic gas drinks in cases 
where mey drink out of bottles? 

Mr. Reid. Of course if the bottles were checked that would be only 
a very small per cent of it. The bottles are supposed to come back. 

Mr. Faerchild. About the only way to do that would be to have a 
system on it ? 

Mr. Reed. The trouble is this: Most of these soft goods are handled 
in open wagons, in bottles without stamps on them, and I understand 
that was the trouble in previous years, a rain would come up ( ?) and 
the bottles all had the stamp on before, but they were gone. 
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The Chairman. That was what they claimed — that they had 
stamps on. 

Mr. Reid. I said they had them on. I haven't anything further 
unless you gentlemen have got some other questions. But we 
would like to get rid of the burden if the Treasury Department 
can produce greater revenue through putting it some other way, and 
if they can handle the proposition. 

The Chairman. All right, Mr. Reid. We are much obliged. 

STATEMEITT OF CAPT. WILLIAM P. WHITE, TJITITED STATES 
NAVT, RETIRED, TREASURER AND GENERAL MANAGER OF 
THE LOWELL PAPER TUBE CORPORATION, LOWELL, MASS. 

Capt. White. I seem t(5^have an advantage over some of those who 
come before you, because I am not only a ousiness man, but I have 
also been a professional man, so that I can bring the two point views 
to this question. I feel one of the questions at fault is a question of 
fundamentals. 

Recently, in IndianapoUs, this was promulgated: 

There must be a single test and standard for every public policy. Every measure 
must be put to this test: Is it just? Is it for the benefit of the average man without 
influence or privilege? Does it in real fact embody the highest conception of social 
justice and ot right dealing without r^ard to person or class or special interest? 

Mr. Dixon. That is part of the Democratic convention. 

Capt. White. But tnat is real good Repubhcan doctrine. I am 
willing to subject my arguments to that test. 

Mr. Moore. Are you willing to state your authority for that 
suggestion ? 

Capt. White. I got it from a newspaper. It is supposed to be a 
report of the meeting of the Democratic convention. 

Mr. Garner. What do you mean by report, platform, or what ? 

Capt. White. Embodied in the platform, that is the idea I got. 

Mr. Garner. One of the planks in the Democratic platform 
adopted in the State of Indiana ? 

Capt. White. Yes, sir. 

Mr. Sloan. How long since was that ? 

Capt. White. Last month, I think. 

Mr, Sloan. It is not older than 30 days, is it ? 

Mr. Moore. Did you come all the way down here from Massa- 
chusetts to discover for us that there was a plank in the Democratic 
platform demanding fairness and justice ? 

Capt. White. I thought it would be well to state that because 
some of the gentlemen that have been before you don't seem to 
understand the meaning of that statement. 

]Mt. Sloan. That is just a matter or a bit of Indianapolis humor 
you are reading, isn't it ? 

Capt. White. I hope we may be guided in the consideration of 
this question by that principle enunciated. 

Following that, I believe our Government is foimded on the equal 
privilege oi its citizens to a voice in its government; to equal pro- 
tection of its laws; to equal duty of service to protect the Government; 
and to equal responsibihties to contribute through taxation to the 
support of the Government, and I am sorry to say that some of the 
arguments used this morning do not contain that, I feel, fimdamental 
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|>rinciple, because some of our friends have been recently reading 
iterature and haven't profited by the example or doctrine they 
preach of what is going on in Russia. It is the test of that and the 
effect that doctrine wiU have in the United States as in Russia. It 
might not be so rapid, but the ultimate effect will be the same. 

Mr. FoRDNEY. One man stated this morning he built up a great 
industry by adding to the industiy the money he made in the business. 

Capt. White, 'fiiat has been one of the fundamental principles of 
American business, to put the profits into the business so as to build 
it up. In fact, all our previous taxation has been with the tendency 
to promote thrift, and that is one of the fundamental principles of 
taxation, to promote thrift and if we depart from that principle we 
are not going to have the means of financing this war through the 
borrowing which the Government must necessarily make in order to 
pay the enormous bills that are rolling up, and that has to be thought 
of in your taxation. 

Mr. Dickinson. You can't put it all back. You have got to keep 
out enough to meet the necessities of the Government and the public 
in time of war. 

Capt. White. I say I feel it is necessary. It may not be necessary, 
but I feel it is necessary for the Government to borrow. The Govern- 
ment has got to borrow. It has already borrowed, and the response 
has been very general, and the last response has been more imusual, 
but not more generous, than the previous ones. 

Mr. Dickinson. Then, if you borrow the money to carry on the 
war, you have got to meet the interest some time, and then you must 
keep out enough to meet these interest demands and the ordinary 
taxes of the Government and not put all of that back into the busi- 
ness. It would be impossible. 

Capt. White. We will get to that presently, A tax should be so 
laid as to conserve the industries of tne country and it should be so 
laid as to be equitable to each one of us so that we should contribute 
in proportion to our abilities to contribute. Taxes should be so 
formed that it would not interfere with the economic principles. 

Tax law should be simple in form so as to be rieadily understood 
and without the necessity for legal interpretation. I do not know 
what it will cost to collect the income that has accrued to the Gov- 
ernment during the last year, but it cost the people who iriade out 
their returns ten times what it cost the Government to collect it, and 
it isn't yet definitely settled what that tax is going to be, and it will 
probably be years before it is definitely settled what the tax law that 
you passed last session means to those who pay the tax. 

Mr. Fairchild. Is that surprising? Hasn't that occurred every 
time that any nation has suddenly undertaken to increase its taxes 
very largely ? 

Capt. White. I feel probablv that the Members of the former 
majority that were in Congress belong to the legal persuasion. 

Mr. Fairchild. Yes; because in ordinary legislation one sees no 
connection with taxes. We have never been able as legislators, 
either in State or National legislation, to lay down principles that are 
so delightfully plain and easy that a wayfaring man can understand 
it. 
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Capt. White. I understand it is no longer apparently just to hang 
a man for obeying a law that was issued some three or four thousand 
years ago. We have gotten past the law 

Mr. Fairchild (interposing). We have got treatise after treatise on 
murder as we have on taxation, and the difficulties of solving it are 
still very great. Another law is the statute of frauds law, which 
reads just as delightfully plain as possible; still we have great shelves 
filled with books over here in the library interpreting it. 

Capt. White. I feel we can pass a law that is much simpler in its 
locution than the present law, and one that would continue after the 
present Congress. 

The Chairman. What is the special provision of the existing law 
you desire to call the attention of the committee to as being so unjust 
and inequitable ? 

Capt. White. I take your tax on excess profits and incomes from 
corporations. 

The Chairman. What is your company ? 

Capt. White. Lowell Paper Tube Co. We make tubes anywhere 
from the size of a knitting needle up to 40 inches in diameter. 

The Chairman. What is it used for ? 

Capt. White. For winding paper and for yarn, and things of 
that kind. 

The Chairman. How much taxes for this year, fiscal year ending 
June 30, 1918, will you have to pay for excess profits? 

Capt. White. We didn't make any excess profits. 

The Chairman. Were you making any excess profits before the 
war? 

Capt. White. I donH know what you call excess profits. 

The Chairman. What percentage on your capital did you make 
last year ? 

Capt. White. I say that varies from year to year. Normal years 
about 20 per cent on the invested capital. 

The Chairman. How much this last year ? 

Capt. White. It was about one-tenth. 

The Chairman. About one- tenth ? 

Capt. White. About 1 per cent of the invested capital — no; 10 
per cent of the invested capital. ' 

The Chairman. You mean you are making less net profits this 
year than you did before ? 

Capt. White. Than ever before since I have been in the business; 
net profit. ' 

The Chairman. Why was that? 

Capt. White. Because we had to pay a great deal for paper in the 
middle of last year and the value of paper shrunk and Dusiness fell 
oflF, nobody knows why. We did about the same volume of business 
as the year before, but we had to pay enormously more for our 
material and labor, and we were not able to add it on to the con- 
sumer. 

The Chairman. How much did you increase your price; what per 
cent ? 

Capt. White. During last year from 10 to 20 per cent, I think. 

The Chairman. How much is the capital of your company? 

Capt. White. I prefer not to state the capital of the company, if 
you please. 
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The Chairman. What part of your capital is water? 

Capt. White. There isn't any water. 

The Chairman. I know, but how much stock did you really issue 
in excess of the actual cash you put in ? 

Capt. White. I have been in the business for six or seven years and 
when I entered the business I reorganized the business in a way; and 
for the valuation I received I paid actual cash value for what I re- 
ceived, and what I have received since then I paid actual cash value 
or the value in service. 

Mr. Garner. Do you mean that you paid 100 per cent for ea;ch 
dollar of stock you received ? 

Capt. White. For each dollar of stock I have received I gave 100 
per cent cash on the stock. 

Mr. Dickinson. Did I understand you to say you had no excess 
profits this last year? 

Capt. White. Yes, sir. 

Mr. Dickinson. So you paid no excess-profits tax ? 

Capt. White. No, sir. I don't come here to argue in regard to the 
taxes or the taxes on the Lowell Tube Paper Co. I am only inter- 
ested in the principle of the thing. 

The Chairman. How much stock have you issued out represented 
by surplus there ? 

Capt. White. We have not issued any stock to cover surplus. 

The Chairman. But you have a surplus ? 

Capt. White. We have a surplus; yes. 

The Chairman. Is your stock issued on the market ? 

Capt. White. No; no stock on the market. It is closely held and 
is not for sale. There are a half a dozen stockholders. 

The Chairman. Do you mind telling how much cash was paid into 
the company before you reorganized it ? 

Capt. White. I say the value that I accepted as being the value 
of the company was the cash value in the company when I came in 
and when 1 reorganized it it was simply to change the form of the 
stock. 

The Chairman. You issued no more stock when you came in ? 

Capt. White. No. I say there was preferred stocks given so as 
to equalize the common stock I acquired, so as to give me control of 
the corporation. 

The Chairman. When you went into the corporation how many of 
the old stockholders remained? 

Capt. White. They all remained. I simply put so much new 
capital into the corporation. 

The Chairman. The old stockholders became new stockholders. 
Now you see you are not interested in the whole company, so you 
don't mind telling so we can catch some other company. It don't 
aflfect you at all. How much stock did you issue after tne reorgani- 
zation in excess of the stocks then outstanding ? 

Capt. White. I can give you that in proportion. We will suppose 
that the stock represented the — the ordinary stock represented 100 
per cent, the value of the corporation represented 150 per cent, so 
that in order to distribute the value equitably between the incomer 
who is going to take 50 per cent of the comj>any's stock, we had to 
issue to the members who are in the corporation already 50 per cent 
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of preferred stock. It simply changed the voting power. The pre- 
ferred stock does not have voting power. 

The Chairman. When was it you reorganized that corporation ? 

Capt. White. In 1911. 

The Chairman. Did you have any patents that followed that old 
company ? 

Capt. White. No patents. We had machinery and processes, good 
will, and things of that kind. 

The Chairman. Good will; that is the thing I am coining down to. 
What proportion of the total value of the assets was the value of the 
good will and processes ? 

Capt. White. None. 

The Chairman. I thought you said you had bought good will ? 

Capt. White. I did buy good will but it went in with the com- 
panjr's stock I took, but I say that was not an assessable value, nor 
was it a value in assessing the 

The Chairman (interposing). Did the new company buy or issue 
any stock or pay anything for good will in these processes when it was 
reorganized?. 

Capt. White. If I had purchased the entire plant I would have 
paid 150 per cent on the original capitalization for capital repre- 
sented by machinery. 

The C^iRMAN. And not by processes or good will ? 

Capt. White. Not by good will or processes. 

The Chairman. You mentioned good will as one of the elements 
of valuation in that ? 

Capt. White. It should have been considered, but it was not con- 
sidered, because in estimating the thing the corporation was not in a 
veiy good financial condition. 

The Chairman. These what you call processes, were they capital- 
ized at all ? 

Capt. White. No. 

The Chairman. All right, sir. Now, about jout excess profits, 
what provision in the excess-profits tax do you think is so unjust and 
inequitable ? 

Capt. White. Because it doesn't apply to all corporations in an 
ec[ual way. You have got 48 different States under which corpora- 
tions are organized. Some of them incorporate different ways. 
Some of them put in as capital stock, or are allowed to, good will or 
patents. 

The Chairman. You evidently haven't read the bill. Didn't you 
know there was a provision that you couldn't put good will in? 

Capt. White. You couldn't now, but that law was passed after 
they were organized. 

The Chairman. Is that imjust to prevent them doing so hereafter 4 

Capt. White* The unjust part of it is when people go into a busi- 
ness on a certain basis and you pass a law of taxation on that basis;: 
it is unjust to people who are in that kind of business; it is inequitable. 

The Chairman. You mean unjust because we don't allow this 
good will and trade-marks and trade brands that had been cap- 
italized before the war, to permit corporations to deduct in arriving 
at excess profits tax the amount of the valuation of the good wiU and 
trade-marKS ? 
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don't you feel that you owe us that much ? If you will do that and 
come back here any time from now till August the 1st 

Capt. White. I think you are in duty bound to hear what I have 
to say before you commence your questions. 

The Chairman. Go ahead. You said you denoimced it as in- 
equitable or unjust, and I asked you to point out an instance^ and 
you pointed out a provision of it, and you show it, and we show that 
you nadn't read it. Your principle of taxation is just. Be sure the 
next principle that you denounce as inequitable and unjust that you 
have read it. 

Capt. White. The question comes in as to the form of taxation. 
The principles that are involved here are as between income taxes 
and corporation taxes. 

The Chairman. We would like to hear you on that. 

Capt. White. Income taxes — and I will say specifically in regard 
to corporations, because I wish to bring out the corporation income 
tax. The income taxes of the income of a corporation are not exact 
entities. They are matters of bookkeeping, even where the condi- 
tions are identical, the material is identical, the valuation of that 
material is a matter of judgment. I wiQ give you specifically, to 
illustrate, where those inequities may arise. Up in our part of the 
world we have big cotton mills and we have to carry large stocks of 
cotton. One of our mills when cotton was low, was able to lay in a 
large supply of cotton at 10 cents. That cotton has been kept m the 
storehouse and imused for the last three or four years because thej 
have taken the new product that came in and made it up and sent it 
out. New sales contracts have been made on the basis of the cost 
of the cotton in hand. They may have calculated it more than the 
increased cost of cotton, but when they came to make up the in- 
creased return each year — we will suppose two mills had each 500 
bales of cotton and one of them paid 26 or 30 cents for that cotton 
and the other one obtained it at 10 cents a pound. What is the fair 
valuation to be adjusted according to law of the material in hand? 
The law provides that you can either take the market value or the 
invoice value on it. Here are two companies, one of which shows ' 
the measurable return which may be subject to excess-profits tax 
and the other because it is served with cheaper cotton is it not? 
It is paying a less tax, perhaps, than before the war. 

Mr. LoNGWORTH. What provision of the law is that ? 

Capt. White. The interpretation of the law allows as to either 
the value of the sale stock you have in hand or the invoice stock. 
The income tax, the excess-profits tax, are on the same basis. 

Mr. Longworth. I wish you would tell us what section you are 
referring to. 

Capt. White. I couldn't offhand. 

Mr. Longworth. If I show you the law can you ? 

Capt. White. I suppose I can. No; I can not do it. 

The Chairman. Let's see about the cotton. Here is a mill man 
that bought his cotton at 10 cents and held it there. And here is 
another fellow that bought his cotton ^at 26 cents. The manufac- 
turer that bought it at 10 cents, he manufactures it with a lower 
raw material and he makes a great deal more profit than the fellow 
who sold manufactured products made out of the 26-cent cotton. 

Capt. White. If he used up his 10-cent cotton, yes. 
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go to work and we were to make 30 per cent the first year, 30 per cent 
the next year, and 30 per cent the next year. Now, then, you think 
it is all right for Mr. Garner and you and myself to issue stocks to 
ourselves to the amount of $300,000 ? 

Capt. White. If you please, yes, so far as that is concerned. 

The Chairman. Because it is paying 30 per cent, that is, it is paying 
10 per cent on $300,000, when we only put in $100,000. That is aU 
we had invested there. 

Capt. White. Yes. 

The Chairman. And in the excess-profits tax you and Mr. Garner 
and mvself should have a deduction on 9 per cent of the $300,000 
instead of 9 per cent on $100,000. 

Capt. White. If that is the value of the business, they are entitled 
to a business return on that valuation. 

The Chairman. Then, if after we issued this $300,000 stock, instead 
of $100,000 as it was when we began it, it is now $300,000. We are 
still making $30,000, 10 per cent. You would think that that stock, 
every dollar of it, was worth doUar for dollar if it was making 10 
per cent? 

Capt. White. It may or may not be, depending on future business. 

The Chairman. If we were making it for years? 

Capt. White. It must be, or you wouldn^t make it. 

The Chairman. If we were depending on a 10 per cent exemption, 
we would never get any tax from that corporation. 

Capt. White. No, sir. 

The Chairman. If we had 9 per cent exemption, we would only 
get 1 per cent taxes ? 

Capt. White. Yes, sir. 

The Chairman. That is your position ? 

Capt. White. Yes, sir. On the other hand, suppose Mr. Wool- 
worth had put in his $100,000 and had taken out of that $100,000 
invested capital nothing but the most meager retiu*ns that would 
maintain his soul and body together, and had put all his energies and 

Erofits back into the business and it comes to a question of where his 
usiness is finally extended to $30,000,000. When you come to 
measure by your excess taxes you say he should only have an excess 
tax on $100,000? 

The Chairman. No. You haven't read the bill. Every one of 
those 10 years, he would hiave a deduction for all of that. 1 ou come 
here and denounce this bill. You have just read the newspaper 
accounts of it. Do you think that is fair for the Congress that passed 
it practically unanimous and the President that approved it, such a 
tax as that, do you think it is fair for you to make that statement ? 

Capt. White. I read as much of that bill as I could probably digest 
at one time, at one reading. 

The Chairman. You have got the poorest mental digestive capacity 
of any man that ever appeared before us. If you think the bill 
wouldn't permit in the case mentioned to deduct that $100,000 he 
has put in his business every year, I would suggest that before you 
come before us to inform us ,as to the inequities of this bill, that you 

five it a little more time and digest it a little bit better than you 
ave. Don't you think that you owe us that, and in all good humor 
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labor, and all that. If between what you pay for it and what you 
sell it for there is a nrofit, you pay a tax on it. If you purchased 
your cotton prior to March 1, 1913, the law permits you to value it 
as of March 1, 1913, and whatever its real market value ^ was that 
day* that value you can put in as a cost charge in your cost production. 

Capt. White. Suppose we are buying through the year the same 
kind of material from one end of the year to the other, and at the 
beginning of the year the material is worth 10 cents and at the end 
of the year 20 cents, and we have bought it as we went along, and at 
the ena of the year it is very simple to determine what our manufac- 
tured gains are. But suppose at the end of the year we lay in a 
large supply of this 10-cent material and keep it in stock, and then 
during the year go and purchase a more valuable material and use 
it as we go along 

Mr. FoRDNEY (interposing). I think under the existing law in a 
case of that kind you would show what your raw materiS cost you 
on an average during the year and that would be the basis of your 
deduction, not what you paid for the highest price or the lowest price 
but what did your raw material cost you on the average during the 
year and how much did you use. You would use as a basis for your 
valuation the average cost during the year. 

Capt. White. Suppose we use during the year the material that 
we paid 10 cents for 

Mr. FoRDNEY (interposing). Suppose during the year you had a 
certain amount of cotton at 10 cents a pound, during the year you 
purchase another 50 per cent at 20 cents your average cost of cotton 
during the year would be the difference between 10 and 20, or, 10 
plus 20 divided by 2 or 15 cents. 

Capt. White. You started in at 10 and you go up during the year. 
We may have kept some of this cotton that we paid 26 cents for. 

Mr. FoRDNEY. In your return you put in what your average cost 
of raw material was and the Government will allow you for that. 

Capt. White. Then 1 say you wouldn't be fair as regards another 
industry who had done business in a different way, who had accumu- 
lated a large supply of cotton during the year and was entirely with- 
out cotton at the end of the jear. 

Mr. Fairchild. Do you thmk we could make a law or regulation 
so as to fit the way of doing business of the business men of the whole 
country? 

Mr. White. I think we can, yes; but not on the basis which you 
have designed. 

Mr. Green. No; nor not on any other. 

Mr. FoRDNEY. On what basis would you recommend that we 
write it ? 

Mr. White. On consumption tax. For 50 years we have paid 
expenses on the basis of consumption tax, and we have collected 
it when the material consumed came into the United States. 

Mr. FoRDNEY. Oh, no; I want to differ with you. That is not a 
consumption tax. 

Mr. White. It isn't? 

Mr. FORDNEY. No. 

Mr. White. We call it a tariff tax. It is paid by the consumer 
and I call it a consumption tax. 
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Mr. FoRDNEY. I beg to diflFer with you. Are you a protectionist, 
or a free trader ? 

Mr. White. I have voted the Republican ticket all my life. 

Mr. FoRDNEY. So have I. Let me tell you the difference. A con- 
sumption tax is a tax on an article made in this country and con- 
sumed here. Germany had a consumption tax of one-half cent a 
pound on sugar consumed at home; the sugar sent away did not pay 
that tax. 

Mr. White. Mr. Fordney, I agree with your idea in general. But 
what I mean is a tax on material consumed and paid by the consumer. 

Mr. Fordney. The point I am making is this: You and I are in 
the same business, and we pay the same tax. The man that buys 
our product has to pay the tax ; that is, an internal tax. But you may 
be engaged in this country and I across the sea in the same line of 
business, and your production is away below mine, but I have to pay 
a tax to get my goods into this country, and my cost comes up to 
your cost, due to the tax I have to pay; my Government has per- 
mitted you to have that advantage over me; that is the difference 
in the two taxes. One is an import tax for protection and the other 
is an internal tax to apply to everyone. 

Mr. White. I know, but I say that difference in price is paid by 
the consumer of the article. If 1 buy an imported cloth which pays 
a duty I pay the difference. 

Mr. Fordney. Unless, Mr. White, that sa^me article is made in 
this country and would be sold at a higher price, or a lower price, the 
consumer would not pay it if the foreigner pays it. In most instances 
the foreigner pays it and makes less profit on it than if there were no 
tax upon it. 

Mr. White. He pays it whenever he didn't have stimulus enough 
to his business to demand a sufficient increase to take care of the tax. 

Mr. Fordney. For instance, you take hosiery. Under the old 
laws hosiery valued at less than a dollar a dozen pairs paid a certain 
price. This same class of hosiery were made in this country and 
sold at 25 cents a pair, although the value of those were less than a 
dollar per dozen pairs abroad. Now, then, the foreigner could not 
put our men out of business in this country, because a tax put his 
cost up equal to ours. Now, in such a case the consumer has to 
pay that ; but where it can be made in this country and sold, if you 
permit the industry to go on, and made and sold as cheap as any- 
where else in the world, that tax 

Mr. White (interrupting). Mr. Fordnej, in the case of certain 
cloths made in the United States in imitation of cloths made in 
England, those cloths sold for a little less than the foreign goods. 
The foreign goods commanded a higher price because they bore a 
foreign trade-mark. 

Mr. Fordney. Not because they were any better ? 

Mr. White. Not because they were anv better. In fact, they 
might not have been so good. Now, in that case you do concede 
there was a tax which must have been paid by the consumer, although 
he could have bought the same goods in the United States at a less 
price. 

Mr. Fordney. Yes. Just as with the hosiery; when the domestic 
tosiery was selling for 25 cents a pair the foreign hosiery sold for 40 
cents a pair, and the consumer paid the difference. 
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Mr. Greene. He didn't need to ? 

Mr. FoBDNET. He didn't need to. It was made here, and he 
bought the foreign goods. 

lk&. White. What I am driving at is, whoever paid that paid a 
cost tax added to the production. 

Mr. FoKDNEY. The same as internal revenue. 

Mr. White. Exactly the same as internal revenue. Then what I 
would suggest instead of a tax on corporations, on their income, tax 
them on the gross. 

Mr. FoRDNEY. Before you get away from that, Mr. White, let me 
point out the effect of such a tax. Take the wholesale grocery trade 
of this country. The average wholesale grocery in this country makes 
about 2 per cent on a sale; but they turn their money over several 
times a year and on the actual capital invested they make 10, 15, or 
even 20 per cent; whereas, if you tax them on their gross sales 2 or 3 
per cent, you are going to take aU their profit, therefore a gross sale tax 
IS very dangerous; but if you tax them on their income 

Mr. White (interrupting). Doesn^t it depend on the rate of the tax? 
Suppose instead of taxmg them 2 per cent, you tax them one-half of 
1 per cent ? 

Mr. FoRDNEY. Suppose you take the tax on automobiles, which is 
3 per cent, and they passed that on to the consumer? 

Mr. White. They do it anyhow. 

Mr. Fordney. Not in aU cases. But they have in automobiles, 
although they said they didn't tliink they could. Now, that tax was 
3 per cent. If you put that tax on everybody in business, you will 
put some of them out of business. 

Mr. White. Mr. Fordney, it is not necessary to put so high a tax 
on all business; but if it was taxed in that way the business would 
adjust itself to that. 

Mr. Fordney. That might be possible, but it is impossible ior this 
committee to know what tax to put on the various industries, or the 
various products, and the only hope we would have of not putting 
them out of business would be that the business would adjust itseS 
to the tax. Now, if you tax me on my gross sales, you may take all 
my profit and my capital, but if you tax me on my income you tax me 
only a po rtion of my income, and leave my capital unimpaired. 

Mr. White. If the profit is represented by funds that you really 
have in money and have it in your pocket — -— 

Mr. Fordney. You will have the money invested, I mean. 

Mr. White (continuing). But, unfortunately, the profits are some- 
times represented by the materials on hand, and it is a question how 
much the corporation is going to make in any one year, unless the 
business is wound up in tnat one year. 

Mr. Fordney. Mr. White, I thmk the consumption tax is a very 
dangerous tax. 

lk&. White. We are doing it right along. On freight rates, for 
instance, 3 per cent. On railroad fares, 10 per cent. On Pullman 
fares, 10 per cent. People are paying that and I haven't heard any 
complaint about it. 

Mr. Green. You are not in the position of the Ways and Means 
Conunittee, or you would have heard it. 

Mr. Fordney. I heard a man damn the administration yesterday 
because of that tax. 
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Mr. White. But we have got to raise $8,000,000,000 and you put 
it on profits and income; where are you going to get the money to 
float another $8,000,000,000 ? 

Mr. FoBDNEY. Mr. White, there were 210 people in the year 1916. 
according ta the Internal Revenue Commissioner's report, who paia 
taxes on $1,000,000 or over. 

Mr. White. How did they get that income ? 

Mr. Fordney. I don't know. I know how I got mine. I worked 
hard for it. 

Mr. White. I can get you the information and tell you how it is 
impossible to prevent enormous incomes of that kind from having to 
pay out of dividends they get out of business. 

Mr. Fordney. Let me see, Mr. White. You ask where they get 
that. I can tell you where some of it came from. I presume, 
although I do not Know — no Government official is permitted to give 
that information under penalty, heavy fines, and imprisonment. 
But I presume Mr. Morgan was one of those men who paid taxes on 
more tnan $1,000,000, on account of his very large amount of business. 
I presume Mr. Rockefeller was another. I am quite certain Mr. Ford 
was one, because in his own statement for 1916 he showed where 
his income from the business — not his particular income, but the 
income from the business — was between $60,000,000 and $70,000,- 
000; if his company made $60,000,000, he held 58 per cent of the 
stock; therefore he made approximately $33,000,000. 

Mr. White. That is 50 per cent on tne invested capital. 

Mr. Fordney. Yes; and more than that. They made $60,000,000 
that year; so I say the men with a very large amount of capital 
invested and large profits should pay larger taxes. 

Mr. White. I thmk the case of Mr. Ford is an apt one for my illus- 
tration. I suppose Mr. Ford, as any other business man going into 
business, shoula be allowed a dividend on his invested capital. 

Mr. Fordney. You beheve he ought to be, you say ? 

Mr. White. I think he ought to be. Any business man going into 
business ought to be allowea a fair return on his capital. 

Mr. Fordney. A fair return on his invested capital. 

Mr. White. Yes, sir. 

Mr. Fordney. If you have more capital than I, that is no reason 
w^hy you should be penalized ? 

Mr. White. No, sir; but gains should be made on other things than 
capital. 

Mr. Fordney. This existing law, Mr. White, is intended to tax 
Mr. Ford and other people with such incomes very heavily, because 
the income, based on the capital invested, is very great. 

Mr. White. I know; but suppose a case where tne capital has not 
been distributed, as in the case of Mr. Ford ? 

Mr. Fordney. What? 

Mr. White. I say, it is in the distribution of the capital that it 
can be assessed directly and won't weigh unduly on business. And 
that is what we should do. Now, in the case of the express com- 
panies, they were compressed into one company and were allowed 
5 per cent on the capital invested by the stocks oi that new company, 
and if they made any more, and suppose it were subject to distribu- 
tion, that the Government took three-fourths oi it and the express 
company got one-fourth. Now, why not use that same principle in 
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business in general, and say, if you have distributed 5 per cent on a 
business during the year on your capital, and then the Government 
steps in and says, **If vou want to distribute 6 per cent you have to 
pay so much additional, and if vou want to pay 7 per cent, you pay 
so much/' and so on, until it will be no longer profitable for the com- 
panv to distribute it in that year. 

MX. FoRDNEY. This law provides he must distribute it or pay 
heavy taxes on it; that is the present law. 

Mr. White. Then you tax out of existence the people who make 
these expenses. Think of the slumps after the war is over. 

Mr. FoRDNEY. Oh, no; he can put money back into the business, 
and use it as surplus. The law permits him to do that. But if he 
doesn't put it back, then he must pay an extra tax on it, if he doesn't 
distribute it. 

Mr. White. I say, make the law so that when the dividend is 
distributed by the corporation the tax is paid for the privilege of 
distributing it, and not taken from the man to whom it goes. 

Mr. FoRDNEY. The money doesn't belong to the corporation. 

Mr. White. No, not to the corporation. 

Mr. FoRDNEY. The money doesn't belong to the corporation. The 
corporation is trustee for the stockholders, to handle their money, 
ana to make money for them, and to pay its debts. Why not, 
then, tax the money, as the law now does, m the hands of the man 
individually after a reasonable tax has been paid as an excess profits 
tax and as a corporation tax; and then it goes to the individual, 
and on that he pays a tax? 

Mr. White. Because it is not profitable for the corporation, if 
they are going to go on and pay a profit. 

Mr. FoRDNEY. The law and regulations permit you to keep a cer- 
tain reserve on hand. 

Mr. White. Yes, sir. 

Mr. FoRDNEY. And protect your business. 

Mr. White. I say, they should be allowed to keep enough to pro- 
tect it against future depreciatioD 

Mr. FoRDNEY. The law permits that now. 

Mr. White. I say all right; then let the stock going to the stock- 
holder be taxed. 

Mr. FoRDNEY. That is existing law. 

Mr. White. I say no; because after it goes to the stockholder, if 
John Jones is the owner of two shares he gets off and doesn't have 
to pay any more tax; he goes and spends nis money as he pleases, 
or reinvests it; but the other man, who has a hundred shares, he has 
100 times as much as the other man, and he has to pay an additional 
tax. 

Mr. FoRDNEY. I beg to differ with you. Whatever the share may 
be, it goes into the general pot and the taxes are paid out of that. 
It doesn't go into the normal tax. 

Mr. White. The normal tax has been already collected. 

Mr. FoRDNEY. Yes; but when that gets to yau you pay a tax on it, 
except you don't have to pay a normal tax on it. It goes into your 
income, and whatever the law says you must pay you pay a tax on 
that. Yqu are not exempt because you get the money from a cor- 
poration any more than if you got it from some other source. 
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Mr. White. No; and no matter what your outgo is nor to whom 
it goes. 

Mr. FoRDNEY. I beg to differ with you about that. 

Mr. White. Oh, yesj to certain charities. 

Mr. FoRDNEY. Certain expenses you are permitted to charge. 

Mr. White. I say if they be charities, or expenses attached to the 
business; but as far as income is concerned you pay a tax on that 
income ? 

Mr. FoRDNEY. Yes. 

Mr. White. Now, what I protest ajgainst is that one section of the 
community should be taxed for its income and another section of 
the community is not taxed at all and has expensive tastes and goes 
to work and gratifies them, whereas a person with an income goes 
ahead and does not gratify his tastes ana lives economically and then 
by that means acquires a competance. 

Afr. FoRDNEY. I doti't understand that. Everyone pays a tax 
alike; isn^t that true? 

Mr. White. Everyone that has the same income is taxed alike, but 
what I protest against is that a man should be taxed on his income, 
when he should be taxed on his outgo. 

Mr. Green. You think the provisions for this income tax are 
wrong 

Mr. White (interrupting). Because they are basically wrong. 

Mr. Green. Well, in the first part of your paper you read a state- 
ment that people should pay according to ability ? 

Mr. White. Yes, sir. 

Mr. Green. And yet you say there should be a consumption tax. 
A consumption tax is not based on the ability to pay at all. 

Mr. White. How are you going to determine the way for each 
person to pay their relative share ? 

Mr. Green. You are begging the question. You are talking now 
about the relative share. 

Mr. White. I am talking about the equity. 

Mr. LoNGWORTH. Your idea is to have a consumption tax and 
transfer the consumption tax to the consumer ? 

Mr. White. Entirely. It goes there eventually. 

Mr. Green. A consumption tax is the most inequitable tax that 
could be devised and paid. 

Mr. White. Why? • 

Mr. Green. Because it is not paid in by people according to their 
ability to pay, but according to their needs. For instance, the sec- 
tion man may pay as much as John D. Rockefeller pays. 

Mr. White. Let me put it differently. Suppose we put a con- 
sumption tax on beef. We want to send to the other side certain 
cuts and pieces of beef; say, the hind quarters, which I understand 
are the most profitable for export to the other side. Suppose we put 
a consumption tax on that part of the beef and do not touch any 
other part of the beef. If anybody wants that part of the beef he 
has to pay the increased cost, because of the tax on that part of the 
beef. 

Mr. FoRDNEY. That is a consumption tax. 

The Chairman. Your remedy for the tax we now have is to put a 
tax on gross sales ? 

6^051>— 18— No. IG (5 
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Mr. White. Yes, sir. 

The CuAiRMAN. On everybody's gross sales ? 

Mr. White. Yes, sir. 

The ChaiRxMax. And then wipe out the excess-profits tax? 

Mr. White. Yes, sir. 

The Chairman. You think that would get the money? 

Mr. White. Yes, sir. 

The Chairman. And more of it than we get now? 

Mr. White. Yes, sir. 

The Chairman. You represent a very respectable class of people 
in the Ignited States. I have letters from a large number of people 
advocating that same thing; and I have heard Members of Congress 
argue that same thing. 

Mr. Green. Yes: when we had the bill up that was discussed. 

The Chairman. If you have a tax on shoes, say, of 10 per cent, 
when the Douglas Shoe Co. makes that shoe and puts it out he puts 
on an extra 10 per cent on the price; and then Tom, Dick and Harry 
will pay that, according to what they buy. Of course, if they didn't 
pay it — if the people who bought didn't pay the tax — if the consumer 
didn't pay it 

Mr. White (interrupting) . The corporation would have to pay it. 

The Chairman. But in your opinion the corporation would not pay 
it, but the people would pay it. 

Mr. White. They would do that, or buy somebody else's shoe, 
that didn't have so much tax. 

The Chairman. A cheaper shoe? 

Mr. White. A cheaper shoe. 

The Chairman. But your idea is for the consumer to pay that 10 
per cent, added to the sale price ? 

Mr. White. Yes, sir. 

The Chairman. A great many rich people favor your pioposition, 
because it would not decrease their income any at all. P'or instance, 
the corporations made a net income in 1915 of $3,019,000,000; for 
the calendar year ending June 30, 1917, they had gone up to 
$8,069,000,000, and this last year, which will end June 30, they 
will make, in round numbers, $10,000,000,000; that is almost three 
times as much as they made when the war began. Your proposi- 
tion would not touch any of that, but would permit these corpora- 
tions to continue to pile up and pile up profit, and without taking 
one penny from them. Now, that is your proposition, isn't it? 

Mr. White. Not exactly, Mr. Chairman. 

The Chairman. Now, that is what you said. 

Mr. White. No. 

The Chairman. Your proposition appeals to all these corpora- 
tions and other individual tax payers who make those large profits 
and do not want the profits in terf erred with during this war. Some 
of them who agree with you want to make this war an opportunity 
to get fabulously rich; they want to coin money out of the blood 
and ilesh of the boys at the front. 

Mr. White. 1 wish you would take that 

The Chairman (continuing). You have some of the richest cor- 
porations of the country agreeing with your propositions. 

Mr. White. I don't think they agree with me. 
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The Chairman. They do agree with you. The result of any 
gross sales tax is that the people pay all of it. As Judge Green says, 
the laboring man who is worlang for $2 or $3 or $4 a day, will drink 
as much coffee and tea, and need as much sugar 

Mr. Green (interrupting). And shoes; he will wear out more than 
Rockefeller. 

The Chairman. Yes. he will need more shoe^ : and his buying pro- 
visions, the ordinary laboriiig man, making perhaps $2 a day, will pay 
more taxc^ than John D. Rockefeller, and you think that is right, 
don't you I 

Mr. White. You start out bv laving the rate of taxation on the 
things consumed by the great mass of people, rather than on the 
hixuries. 

Tne Chaijrman. You don't care what it is; 3^ou advocate a con- 
sumption tax? 

Mr. White. Yes, sir. 

Ti e Ch^virman. That doesn't interfere with anv concerns in the 
United States; all the profits will be as great, because they will add 
that tax to the article they sell. But the income tax and the excess- 
profits tax will be paid by the proper persons. 

Mr. White. But you didn't get the whole argument. 

The Chairman. J didn't get the whole argument, but I got your 
position. 

Mr. White. The income that comes to the corporations is only to 
help carry on the business. When it comes to distribute it then tnere 
should be a tax paid to the Government. 

Tne Chairman. I thought your proposition was to do away with 
the income and excess-profits tax ? 

Mr. White. Oh, no; I said there should be a tax on certain dis- 
tributed income. 

Tne Chairman. What do you think the rate should be on the dis- 
tributed income in order to raise $8,000,000,000 ? 

Mr. White. I should say to start with 10 per cent; if 10 per cent 
doesn't get enough money, make it 20, or 30, or 40, or 50, or, as in 
the case of the Adams Express Co., 75 per cent; but if you make it 
too high 

Tne Chairman. So you are for a gross-sales tax and a corporation 
distributive tax I 

Mr. White. Yes, sir. So that when the corporation makes money ^ 
before it can distribute it to the stockholders it has to pay a tax to 
the United States for the privilege of distributing it; and you will 
get more money than you are getting now. 

Mr. Green. I think it would, perhaps, because that shows how 
little you understand the excess profits' tax. 

Mr. White. One per cent over the five per cent additional tax. 

The Chairman. Then, would you let them distribute all the 
earnings? 

Mr. White. No, sir. 

The Chairman. You would let them carry as much of a surplus as 
they thought necessary ? 

Mr. White. As much as they needed to carry on the business. 

The Chairman. Then, under your plan they wouldn't distribute 
any. 
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Mr. White. It is no good to the stockholders unless it is dis- 
tributed. 

The Chairman. Your philosophical taxation principles are very 
fine, but your practical taxation methods wiU, I think — ^really, I 
think you Ought to think more about it and come again. 

Mr. White. Now, tell me, why did you levy a tax of 8 per cent on 
freight rates ? 

The Chairbian. Because that is really a part of the people's con- 
sumptive tax. We said that when we presented the bill that all the 
people ought to share in financing this war; most of it to be paid by 
the people who are able to finance it — that is, from income and excess 
pronts taxes — but we did not want to relieve all the people of all 
taxation altogether, and that is one of the forms of tax which the 
people pay. The small earner pays something. We thought that he 
ougnt to pay something, the poor man as well as the rich man, and 
that this small tax womd make him pay something. 

Mr. White. Then, why did you put a tax of 5 cents on telephone 
messages where the charge is 15 cents or more ? 

The Chairman. The people generally don't use the telephone for 
toll calls; that is an excise tax to help pay the war. If I want to use 
the telephone I can pay 5 cents for it. People as a rule, one in a 
thousand, don't telegraph or telephone once in a month. 

Mr. White. Why shouldn t he pay ? 

The Chairman. If he uses the telephone he does pay that. The 
people generally have to wear shoes every day, and have to wear 
clotnes every day, and have to wear hats every day, and imderwear, 
and every man has to eat something every day to live, and it is your 
proposition to tax the one who has to buy these things as a consump- 
tion tax. 

Mr. White. I am only proposing to tax him on the more expensive 
cuts of meat and articles. 

The Chairman. Well, we will not agree on the principles of taxa- 
tion, but we will agree that you have made a very mteresting speech. 

Mr. Fordney. England, with less than half the population that we 
have in this country, collected four times as much money last year 
from telephone and telegraph messages as was collected in the United 
States. Great Britain last year collected over four millions. I want 
to ask you, Mr. White, how would you put a consumption tax on 
banks ? I mean, a gross sales tax ? 

Mr. White. On their gross loans. 

Mr. Fordney. On their gross loans. 

Mr. White. On their gross loans; yes, sir. 

Mr. Fordney. Then you would have to raise the rate of interest 
to the people of the country ? 

Mr. White. Naturally. You are raising it now. 

Mr. Fordney. Oh, no. 

Mr. White. Well, they raise it as high as — ^what they do now, 
instead of loaning money and paying an increased rate, they go to 
the Federal reserve and inflate our currency. 

The Chairman. You have made a very interesting speech. The 
committee will adjourn, to meet to-morrow morning at 10 o'clock. 

Mr. Moore. Mr. Chairman, may I put one question to Mr. White? 

The Chairman. Yes. 
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Mr. Moore. In your remarks you suggested that you thought it 
would be possible to raise $8,000,000;000 by taxation, but you in- 
quired, ''Where will we get the remainder ?*' 

Mr. White. By borrowing. 

Mr. Moore. I want to ask you if you have any doubt about our 
abihty to do it ? 

Mr. White. Well, we will say you have $8,000,000,000, and 
$16,000,000,000 to raise — suppose they propose to raise that. It is 
going to be difficult to raise that $16,000,000,000, possibly. I say, 
ii you increase the taxation by excess profits tax it is going to be 
difficult to float the loan. 

Mr. Moore. I took it that you had doubts about our abihty to 
raise that additional. 

Mr. White. I have very grave doubts, if you increase the tax on 
income and excess profits. 

' Mr. Moore. As tne President has called for that amount of money, 
what would you suggest if the loans are not sufficient ? 

Mr. White. That we start in and put on, as I have said, a tax on 
gross sales, 1 per cent a month. 

Mr. Moore. That is, increase the volume of taxation ? 

Mr. White. Increase the volume of taxation; but put it. where it 
belongs; and not put it on the people who are trying to conserve their 
incomes, but out of the people generally who do not save. 

Mr. Moore. Do you think that would be destructive of business 
to any large degree ? 

Mr. White. It would check some branches of business. For in- 
stance, if you increase the theater tax it would reduce that to some 
extent. 

Mr. Moore. $8,000,000,000, I think you will concede, will tax 
business pretty heavily next year. 

Mr. White. It will tax it very heavily. I don't know whether we 
wiU be able to get it or not. 

Mr. Moore. I thought you had some suggestions to make as to 
where it could be had ? 

Mr. White. No; the only place I can see to get it is to put on a 
consumption tax. The tax this year is not necessarily paid out of 
the profits of this year — that is, when it is increased they must 
necessarily increase the prices so as to pay the taxes of this year. 

Thereupon the coinmittee adjourned to meet at 10 o'clock, Wednes- 
day, June 26, 1918. 
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Committee on Ways and Means, 

House of Representatives, 

June 26, 1918. 

The committee met at 10 o'clock a. m., Hon. Claude Kitchin 
(chairman), presidmg. 

There were also present Representatives Rainey, Dixon, Hull, 
Gamer, Collier, Crisp, Oldfield, Helvering, Dickinson, Fordney, 
Moore, Green, Sloan, Longworth, Fairchild, Sterling, Martin, Hawley, 
and Treadway. 

The following letter was submitted by Mr. Hawley to be made a 
part of the record: 

Irrigation Districts Association of California, 

Stockton J CaL, June 20, 1918. 
Hon. Willis C. Hawley, 

HoiLse of Representatives, Washington, D. C. 

Dear Sir: As I understand you are the Pacific coast Representative on the Ways 
and Means Committee, I am sure you will be interested in the inclosed copy of a letter 
which I have sent to the Commissioner of Internal Revenue in response to one from 
him under date of Jime 8. He advised me that the matter of assessments levied by 
irrigation districts had been fully reconsidered, and it was now held that such assess- 
ments are not deductible for income-tax purposes since they constitute assessments 
against local benefits. This reverses a ruling made by him last February to the 
effect that such taxes paid to meet current expenses of operation of irrigation districts 
were deductible. He also says thpt Treasury Decision 2090 with regard to special 
assessment districts is held to be applicable under the present law. 

As there are a number of irrigation districts in Oregon, and in practically all of the 
Western States, the matter is of direct interest to you and your constituents. 

We are sure Confess did not contemplate such discrimination as is explained in my 
letter to the commissioner, and if the ruling is not modified, we believe the law should 
be amended to remove any doubt as to its meaning. Inasmuch as Congress is to revise 
the revenue law this summer, the time is opportune for such action. 

I presume that the ruling in regard to irrigation districts applies also to reclamation 
•and drainage districts, and other similar taxing subdivisions. It has been suggested 
that the law should be amended by eliminating the words ''not including those 
assessed against local benefits-" from the section authorizing the deduction of all 
taxes in computing net taxable income, and by inserting the words "and assessments^' 
after the word "taxes^' so as to make it clear that all taxes and assessments are to be 
deducted. While some assessments against local benefits, such as those for street 
improvements, do increase the value of the land assessed, yet they constitute a heavy 
burden upon the land, which results either in great public benent, or in an increase 
in the productiveness of the land. To tax money spent for increasing the productive- 
ness of land, and then to tax the increased income resulting from that increased pro- 
duction seems like double taxation. 

If, however. Congress does not desire to go so far, it surely ought to be willing to 
amend the law so as to exempt taxes levi^ by any district to meet such expenses 
as would be deductible if incurred by farmers outside of such a district. 

I have written to several members of the California delegation in regard to this 
matter, and have told them I would write to you. It seems to me the subject might 
well be taken up with Representatives of the States in the West, the Soutn, and the 
Mississippi Valley where there are numerous irrigation, reclamation, and drainage 
districts that will be affected by the commissioner's ruling. I would appreciate any 
suggestions from you as to how we may most effectively present the matter to the 
Ways and Means Committee. 
Very truly, yours, 

A. L. Co WELL, Secretary, 

H77 
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Stockton, Cal., June 18, 1918. 
Hon. Daniel Roper, 

Commiswmer of Internal Revenue^ 

Washington, D, C. 

Dear Sir: I am in receipt of your letter of June 8 advudng that the matter of 
assessmenta levied by irrigation diBtricte has been fully reconsidered and it has been 
decided that such assessments are not deductible for income tax purposes since they 
constitute assessments aeainst local benefits. 

Permit us to suggest that this ruling involves consequences which we are sure were 
never contemplated by Congress in the enactment oi the income tax law, and we 
theredfore respectfuUy ask that further consideration be given to the matter to deter- 
mine whetiier the wording of the law requires an interpretation which penalizes the 
farmers who have adopted the plan of pubUc ownership of their irrigation facihtieB. 

Take the cases of four farmers, Smith, Jones, Brown, and Black, all having irrigated 
farms. Smith is a member qf a mutual water company, Jones obtains water from a 
private corporation selling water for profit. Brown nas a large pumping plant on his 

§lace, and Black is in an irrigation district. In computing their taxable incomes, 
mith will deduct as business expenses the assessments which he pays to the mutual 
water company, Jones will deduct his water rates paid to the private corporation, and 
Brown will deduct the cost of operation «and upkeep of his pumping plant and some- 
thing for its depreciation. The payments by Smith and Jones will probably go in 
part into funds lor the payment of interest on bonds and for sinking funds, to redeem 
those bonds, and if Brown has borrowed money to pay for his pumping plant, be will 
deduct the interest paid on it. Why, then , should Black be denied the right to deduct 
similar amounts for the same kind of business expense merely because he pays for 
irrigation service in the form of taxes? 

ifnder the law of California our irrigation districts may charge tolls for the use of 
water. Tulare district does this. Such tolls undoubtedly are deductible in com- 
puting net income. If the farmer in the Tulare district is allowed to deduct what he 
pays for irrigation service, why should the tanner in the neighboring; Alta district, 
whose cost of similar service is covered by his district taxes, be denied the right to a 
similar deduction. 

North of this city is a territory now served with water hy a private corporation. 
A farmer in that territory would undoubtedly have the right to deduct from his 
income what he pays the corporation for the use of water, even though part of the 
payment goes to meet interest on the company's bonds and presumably to build up 
its sinking fund. ' It is proposed to organize an irrigation district in that territory and 
take over the private system. If that should be done, why should that farmer be 
denied the right to deduct the cost of the same service because he would then pay for 
it in taxes to the irrigation district? 

That it was not the intention of Congress so to discriminate against the people of irri- 
gation districts is evident from the fact that mutual nonprofit-making organizations 
are especially favored by exempting their incomes from taxation. Furthermore 
Congress in 1916^ after providing for the deduction from incomes of l^xes levied by* 
counties, municipalities or school districts, inserted the significant words "or other 
taxing subdivision of any State." We respectfully submit that your ruling leaves 
these words without any meaning, although in the act they are emphasized by the 
repetition of the conjunction "or." To what form of organization can these words 
refer except such subdivisions as irrigation, reclamation, and drainage districts, which 
unquestionably exercise the taxing power? It seems clear to us that Congress regarded 
the phrase, "not including those assessed against local benefits" as well understood 
to mean taxes levied to pay for permanent improvements designed to increase the 
value of certain land and assessed m accordance with the benefits supposed to be con- 
ferred on the property taxed. Such taxes were undoubtedly regaraed as a part of 
invested capital or for the personal comfort and convenience of me taxjpayer. But 
Confess, of course, knew that considerable portions of the levies made by such 
districts are not of that character, but are to meet administrative and operating 
expenses and interest on bonds, and that in some districts even taxes for constructing 
works are levied on an ad valorem basis, without any consideration of the benefits to 
individual holdings. Congress must have meant to allow the deduction of at least 
some such portions of the taxes levied by "other taxing subdivisions of any State," 
for only by so assuming can we conceive of any good reason for inserting in the law 
the words quoted. 

In considering the deductibility of irrigation district taxes paid for interest on 
bonds, it does not seem to us to be material that income derived hom interest on such 
bonds is not taxable. A farmer may borrow money for a pumping plant from a Federal 
farm loan bank or from a mutual savings bank or building and loan association, whose 
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incomes are exempt from taxation, but that will not affect his right to deduct from his 
income the interest on the money so borrowed. 

Therefore, as the rule is tiiat in case of doubt^ such statutes are to be cons^*ued in 
favor of the taxpayer, we respectfully^ urge that it is possible to construe the law so as 
to give e£fect to what seems to be the intent of Congress and so as to be consistent with 
the policy to encourage, and not to penalize, cooperative effort for increasing the pro- 
ductiveness of the soil. 

I have been unable to obtain here a copy of Treasury Decision 2090, referred to in 
yoiir letter, but have written to the collector at San Francisco for it. If there are any 
other opinions or rulings throwing light on the mattier we should be glad to have tiiem. 
Respectfully, 

A. L. Cornell, Secretary. 

The Chairman. The committee will come to order. Is Mr. Zoller 
present ? 

STATEMENT OF MB. J. FBAITK ZOLLEB, ATT0BVE7, SCHENEC- 
TADY, V. Y. 

The Chairman. Mr. Zoller, state to the committee vour name, 
address, and the business in which you are engaged, and whom you 
represent at the hearing. 

Mr. ZoiXER. J. FranK Zoller, Schenectady, N. Y. I represent the 
National Conference of State Manufacturers Associations. The 
National Conference of State Manufacturers Associations represents 
manufacturing associatioiis of 28 States. These State associations 
met in conference and appointed a committee to present their views 
concerning the new revenue bill which we understand is to be drafted 
and passed by Congress at this session. None of these manufacturing 
corporations appearing are asking for exemption from taxation. 
We hope to present to this committee certaia ideas and information 
that may be helpful in draf tiog the bill which we understand is to 
raise the revenue required by the Government for the prosecution 
of the war. 

In the first place, we believe that a great deal has already been 
accomplished in the preparation, passage, and construction of the 
revenue bill that is already law. It is probable that a ^eat deal 
could be said in favor of the present law from the standpoint of the 
Government, because it has exceeded the amount of revenue antici- 
pated; and also from the standpoint of the taxpayer, for the reason 
that its construction has made it possible for the manufacturer to 
pay his taxes and at the same time keep his manufacturing plant in 
operation. There are, however, necessarily inequities and com- 
plexities in the present law which we think might be remedied in the 
prospective act and at the same time not interfere with the purpose 
of Congress, which, we understand, is to increase the amount of 
revenue that has been raised under the existing law. 

In raising a large amount of revenue in taxes from the manufac- 
turing industry, we believe that it is first necessary to insure to each 
manufacturer a certain return upon the capital invested free from 
the so-caUed ^^excess-profits'' tax. If the manufacturing industry- 
does not receive some assurance that, notwithstanding the tax, a fan* 
return is to be had on the investment, then we beUeve the law would 
necessarily result in materially decreasing throughout the country 
the value of the securities held in these corporations, making it diffi- 
cult for manufacturers to finance themselves for the requirements of 
the business that they are required to transact, with the result that 
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production would be decreased rather than increased at a time when 
increased production is vital to the success of the Government in 
winning the war. 

The present law provides for a certain deduction based upon prewar 
earnings, but such deduction is to be not less than 7 per cent nor more 
than 9 per cent upon the invested capital of the taxable year. It is 
noted tnat under the present law the average manufacturer does not 
receive the bendit of this deduction except under the bracket im- 
posing the 20 per cent rate on excess profits. In other words, if the 
total net income of the manufacturer exceeds 15 per cent of the in- 
vested capital the manufacturer is subject to a tax at rates varying 
from 25 to 60 per cent, taking into consideration the whole net 
income, and the 9 per cent deduction in no way affects the amount of 
income subject to tax at the rates beyond the 20 per cent bracket. 
We submit that the object of an excess-profits tax ought to be to tax 
profits beyond a fair return on the capital invested, and for that 
reason we beheve that there should first be a deduction representing 
such fair return, and that then the balance only should be taxed as 
an excess profit. 

Mr. Helvering. If it won't interrupt you 

Mr. ZoLLER. It won't interrupt me. 

Mr. Helvering. You stated that the 9 per cent as I understand, 
did not affect the war profits in excess of 15 per cent. Would you 
mind giving an illustration to show what you mean ? 

Mr. Zoller. I think I could. You remember the law says that 
applying these rates, 20 per cent upon such a proportion of the 
net income in excess of the deduction, but not in excess of 15 per 
cent of the invested capital. Twenty per cent is the rate under 
that bracket. Then it says upon such a proportion of the invested 
capital that is in excess of the net income, that is in excess of the 
15 per cent of the invested capital, but not in excess of 20 per cent 
of the invested capital, the rate shall be 20 per cent. You see the 
deduction is gone. You are considering the whole income in apply- 
ing the tax and not the 20 per cent bracket. That is the point I 
wanted to make, and it is a great difference. Take a corporation 
that earns $100,000 net income. Suppose that the deduction on 
that was to be $10,000. It is a great difference whether you deduct 
that $10,000 and then take the $90,000 and tax that at rates from 
20 per cent to 60 per cent or any other rate, or whether you under- 
take to tax that whole $100,000 allowing an exemption under the 
first bracket only. 

Mr. Garner. May I ask you a question now ? 

Mr. Zoller. Yes, sir. 

Mr. Garner. Your plan, as I understand it, is based on the 
graduation of the excess profits ? 

Mr. Zoller. Yes. 

Mr. Garner. Suppose this committee should decide that they 
would have no graduation, only flat excess-profits tax, then there 
would be no complaint ? 

Mr. Zoller. No; my complaint was not on the graduated scale. 
I am perfectly willing and these associations are perfectly willing to 
leave that feature of it to Congress. My plan was in not allowing 
absolutely a certain deduction. 
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Mr. Garner. Suppose you say allow an 8 per cent deduction and 
take 80 per cent over that? Somebody suggested that. Would 
that suit you ? 

Mr. ZoLLER. I do not agree on the 8 per cent, but that is the 
theory that I have in mind nere. 

Mr. Garner. You think that policy would be a good policy to 
adopt with reference to excess profits ? 

Mr. Zoller. But I would want the 8 per cent figured on the total 
net income, and then deduct from the total net income, and the 
balance only subject? to tax either at the graduated or flat rate, as 
Congress may determine 

As the matter of referring to the prewar earnings is difficult and 
complicated, we suggest that no reference be made to prewar earnings 
at all for the purpose 'of determining the deduction that should be 
granted these manufacturing corporations in ascertaining the amount 
of income subject to the excess-profits tax, but, on the other hand, 
that all these corporations be permitted to earn, free from any 
excess-profits tax, a reasonable return o'n the invested capital and 
that the balance be made subject to excess-profits tax at rates to be 
determined by Congress as sufficient to raise all revenues that reason- 
ably could be expected to be raised from this source, taking into 
consideration the total earnings of the manufacturing industry. 
Under the present law the amount of the deduction, we think, in a 
majority oi cases for manufacturing corporations, is 9 per cent of the 
invested capital of the taxable year. We submit that this allowance 
should be increased to at least 10 per cent upon such invested capital 
and that such allowance should be permitted regardless of th^ prewar 
earnings. Since the last revenue bill was enacted the interest rates 
upon money borrowed have steadily increased, and the cost of doing 
business has also increased. Therefore, assmning that 9 per cent 
upon the capital invested was a fair allowance at the time the present 
law was enacted, it is submitted that such allowance is insufficient 
imder present conditions to represent a return on capital invested 
sufficient to stabilize the present market for industrial securities. 

The United States Treasury Department has determined that unless 
a manufacturer earns at least 10 per cent upon the original investment 
of the corporation the stock is not worth par. It is therefore submitted 
that this finding is some proof of the contention that 10 per cent on 
the actual capital invested does not constitute an excess profit, and 
for that reason the excess-profits tax should only apply on profits in 
excess of 10 per cent on the invested capital. 

Congress is now in a position to ascertain the total earnings of cor- 
porations subject to Federal taxatioll. 

Mr. Rainey. May I interrupt you ? Do you discuss the quesfion 
of capital invested ? 

Mr. Zoller. I am coming to that. 

Mr. Rainey. All right. 

Mr. 2iOLLER. Coi^ress can, therefore, determine what the earnings 
amount to that are in excess of 10 per cent on the invested capital and 
also what the rate or rates would have to be upon such earnings in 
order to raise the proper amount of revenue from such source. 

ITie scheme which we advocate of substituting an allowable deduc- 
tion without regard to prewar earnings we believe would do much 
to simplify the present law, and no taxpayer under our scheme could 
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feel aggrieved because his prewar earning were not equal to those of 
his competitor because of special or local conditions. 

In regard to ''invested caj>ital" we are of the opinion that as a 
general proposition the provision in the present law as construed bj 
the TreasuiT Department is fair to the average taxpayer. That it 
is also fair from the standpoint of the Government is manifest from 
the fact that the present law exceeded in revenue the amount antici- 
pated by the Government. Some attorneys are taking the position 
that the Treasury Department has exceeded its authority in con- 
nection with rulings under the present law.* In order to avoid 
ill-advised litigation at a time when our whole purpose is to raise 
revenue in an equitable manner and unnecessary confusion, we sug- 
gest that such rulings in cases of doubt be clearly incorporated in tne 
new act. 

In r^ard to the income tax, we believe that corporations should be 
permitted to deduct as a loss the difference between the present cost 
of property purchased for capital account and the average cost of 
sucn property under normal conditions to avoid increasing the capi- 
tal account blWond an amount that would fairly represent the average 
going value of the plant, so as to insure solvency of the business after 
the war. The Government would not necessarily lose revenue as a 
result of such a provision because the write-off would reduce for all 
time the invested capital for the purposes of the excess-profits tax. 

We further submit that under the new bill which is to produce 
much more revenue than the present law, all dividends received from 
other corporations subject to the income tax be deducted in ascer- 
taining the net income taxable under any income-tax act, in order 
to avoid a multiplicity of taxation upon the same income. At pres- 
ent dividends so received are not deductible in ascertaining the 2 per 
cent income tax imder the act of September 8^ 1916. 

Corporations are now called upon to make contributions to corpo- 
rations or associations engaged m charitable enterprises which have 
to do with rendering valuable assistance in connection with the prose- 
cution of the war. Many States have passed enabling acts making it 
lawful for the directors of corporations to contribute to these enter- 
prises. Under the present income-tax law individuals who contribute 
to such enterprises are permitted to deduct such contributions in an 
amount not in excess of a certain percentage of the total net income, 
in ascertaining the taxable net income. We believe that a similar 
privilege should be afforded corporations in connection with like 
contributions. 

Prior to the payment of the income and excess-profits taxes, some 
banks were of the opinion that it would be difficult for them to loan 
sufficient funds to meet these taxes on June 15, the time provided for 
payment under the present law. Many taxpayers at that time 
asked the Treasury Department to defer the payment of a part of 
these taxes beyond June 15, charging interest at rates to be deter- 
mined by the Treiasury Department upon all installments paid sub- 
sequent to June 15. The Treasury Department answerea this re- 
quest by saying that it is had no authority under existing law to defer 
uie payment of such taxes and that the financial condition of the 
Treasury was such that it could not sanction an amendment to the 

5 resent law permitting the payment of any part of such taxes beyond 
une 15. As the new bill, as we understand it, is to produce much 
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more revenue than that provided in the present law, we think it 
more important than before to provide in the new law that the taxes 
thereunaer may be paid in installments on and after June 15 in order 
to avoid any unnecessary strain upon the finances of the country. 

There is one other suggestion and it has to do with the admmis- 
trative machinery in coTTecting the tax rather than with the tax. 
After the present law had been enacted, there was appointed an ad- 
ministrative board to advise with the honorable Commissioner of 
Internal Revenue concerning proper rulings to be made under the 
law. We would Uke to suggest that the new law create a permanent 
board of this character with powers not only of an advisory nature, 
but also of a judicial nature, to whom any taxpayer who felt ag- 

frieved because of any decision of the commissioner might appeal 
efore bringmg his action in the Federal court. 

The foregoing is substantially the position of the manufacturers 
here represented. We have no violent complaint to make to this 
honorable committee and we do not ask exemption from taxation. 
We beUeve that there is nothing in our position that is in conflict 
with the address of the President of the United States before Con- 
gress upon this subject or in conflict with the recommendations which 
we understand have been made by the honorable Secretary of the 
Treasury concerning this matter. 

In imposing any corporate tax we believe the vital thing to have 
in mind is an assurance that, notwithstanding the tax, there will be 
a return reasonable under the circumstances upon the capital actually 
invested. Without this assurance corporate securities fisill in value, 
thereby wiping out without any adequate return to the Government 
a substiantial part of the Nation's wealth and placing the corpora- 
tions affected m a position where they can not make and distribute 
the income which we expect to tax to meet the requirements of the 
Government in the winning of the war. 

I thank you. 

Mr. Sterling. Do you suggest that we pass a law giving corpo- 
rations the right to contribute to charitable purposes? 

Mr. ZoLLER. Yes; within certain reasonable limitations. 

Mr. Sterling. Do you think Congress would have any right to 
do that outside of the national banks? 

Mr. ZoLLER. Well, I do not think that it is a question. I think 
they would have a right to do it, so far as the income tax is con- 
cerned. Whether they have a right to make any contributions is a 
matter which seems to me determined by the law, not by Congress, 
but by the State under which they are created. 

Mr. Sterling. Why, certainly; but if we should pass a law to that 
effect, it could not be binding on stockholders? 

Mr. ZoLLER. No. 

Mr. Garner. But I do not understand that he suggested that 
Congress pass a law, but suggested that we give corporations the 
same exemption that we now give to individuals, so that where 
they contrioute a thousand dollars, when they come to make their 
statement of income they can deduct that the same as the individual 
does now. 

Mr. ZoLLER. That is as far as my suggestion was intended to go. 

Mr. BtaiLVERiNG. Mr. ZoUer, as to installment taxpayers, you are 
not of the opinion that the present ruUng allowing payments as they 
are now allowed meets the situation? 
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Mr. ZoLLEB. I am afraid that it does not with a number of tax- 
payers. Every taxpaver is zealous to use all the capital he has in 
extending his plant for the purpose of carrying out Government 
contracts, and ne does not seem to be able to arrange in advance. 
This is merely asking the Government to finance hun for a short 
period, but charging him interest, of course, diu-ing that time, and 
it puts him in a better position to meet this great pressure for capital 
that is now being put upon the industry. 

Mr. Helvebing. It is smiply a matter of deferred payment 1 

Mr. ZoLLEB. Yes. 

_ * 

Mr. Gabneb. Suppose you give a man the right to pay the tax on 
the 1st of March and give him 6 per cent discount, then you would 
provide that if he wants to pav it after June 1, charge him 6 per cent? 

Mr. ZoLLEB. That is all right. 

Mr. Rainey. Of course, in these tax bills we are doing new and 
novel things, and would you consider it best in arranging this bill to 
ignore capital investments entirely with the difficulty of mtangibles ? 

Mr. ZoLLEB. I do not see how you can do it and have an excess- 
profits tax. We hear so much about the English system, and some 
people would lead us to believe that imcier tne English system they 
do not consider the capital invested. They do. If capital remained 
constant all the time, it would be possible to ignore it because you 
could compare the earnings, having the same amount of capital all 
the time. Capital is all the time changing, and certainly if a man 
makes $100,000 with $1,000,000 he is not m the same position Vith 
a man who makes $100,000 with an investment of $2,000,000. I do 
not see how it is possible to levy an excess-profits tftx without con- 
sidering the capital invested. 

Mr. Kainey. Do you think it would be possible to ignore these 
distinctions between excess profits, war profits, and all kinds of 
profits, and simply say that tnis Nation is at war, ignoring invested 
capital, and appeal to every individual partnership and corporation 
to contribute a certain amount of its profits, no matter how much 
he has invested ? 

Mr. ZoLLEB. Yes; have an income tax at a rate sufficient to get 
what money you want. That is your proposition ? 

Mr. Rainey. That is it, permitting him to put it back into his 
business as the money he needs to keep his business going in order to 
make a reasonable amount of new capital. 

Mr, ZoLLEB. You can not graduate taxes on profits. You have 
got to have a flat rate if you are going to bring corporations, copart- 
nerships, and individuals in all together. You can have a flat rate 
income tax of 40 per cent of the total net income, ignoring all these 
excess-profits taxes and all other kind of taxes, and raise enough 
revenue, but, of course, that does violence to the fellow who makes a 
small profit as compared with the one who makes a big one. 

Mt. Kainey. CoiudnH it be arranged so as not to do any violence, 
tax everybody 40 per cent, we will say, whose income is in ascertain 
bracket, whose income is between $60,000 or $70,000, and tax every- 
body a smaller amount whose income is between $20,000 and $30,000 
in tnat bracket. 

Mr. 2k)LLEB. You, can not apply that to corporations, however, 
with any degree of equality, and I will tell you why you can not. 
When you reach an individual you know how much money he is to 
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get, and you can tax him at either a flat rate or a graduated rate, but 
the corporation is a combination of a thousand or more individuals, 
perhaps, and according to your scheme a corporation 

Mr. Rainey. That is not my scheme. 

Mr. ZoLLER (continuing). According to your proposition as I under- 
stand it, you take a corporation that earned a milhon dollars, regard- 
less of the capital invested, and you would tax that corporation at a 
graduated rate. Now, another corporation might earn $1,000,000 
with twice the investment, and they ought not to pay the same tax 
as the other one, because if you do that you are going to discriminate 
against larger aggregations of capital. Where the income is large 
tney have got to spUt it up and have the income small or they will be 
penalized. 

Another thing, a tax on a corporation is necessarily a tax upon the 
individual stockholders, and the theory of additional tax is that no 
individual shall be taxed unless his incon^e exceeds a certain amount. 
But if you put that tax upon the corporation you are taxing all the 
stockholders, regardless of whether their return of income is on a 
million dollars or fifty dollars. Both of those, through the corpora- 
pion, have been subject to the additional tax, which is contrary, as I 
understand it, to the theory of a surtax. 

Mr. Garner. You do not object to the necessities of the Govern- 
ment compelling Congress to go up in the normal tax. 

Mr. ZoLLER. No. 

Mr. Garner. But you would not want a graduated tax as to cor- 
porations, but would so far as individuals are concerned ? 

Mr. ZoLLER. That is true. 

Mr. Garner. But the normal tax would be apphed, arid the surtax. 

Mr. ZoLLER. Yes. 

Mr. Garner. You would rather have one tax, an excess profits' 
tax, than a graduated tax ? 

Mr. ZoLLER. I did not say that. 

Mr. Garner. I know you didn't say that, but your argument 
would lead one to beheve that that was in your mind. 

Mr. ZoLLER. If I was speaking selfishly I would say yes. But I 
do not think there is any argument that can be made upon the grad- 
uated tax upon excess profits, providing deduction is first allowed, 
and the balance subjected to tax. 

Mr. Garner. Suppose we should say we would want $2,500,000,000 
out of the excess profits. Would you have it a flat excess profits' 
tax, or a graduated tax, your associations? 

Mr. ZoLLER. Now, the associations do not a^ee on that. Per- 
sonally, if I was drawing a law I would graduate it. There are mem- 
bers of the association that I represent that would have it flat. 

Mr. Garner. Your association is not a unit upon that ? 

Mr. ZoLLER. Not upon that one thing. 

Mr. Rainey. Do you think we could stand a normal tax as high 
as they do in E ngl and on corporations ? 

Mr. ZoLLER. Why, I think we can stand a normal tax if properly 
levied on corporations, individuals and copartnerships, just about as 
high as is necessary to raise all the revenue the Government needs. 

Mr. Rainey. It is 25 per cent in England, up to $12,500. 

Mr. ZoLLEB. Now, you are talking about excess profits. 

Mr. Garner. Twenty-five per cent normal. 
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Mr. Hull. Of course, the normal tax in England on cori>orations 
is different from the normal tax here. There the corporations pay 
26 per cent, now 30 per cent, on the total net profit. When they go 
to distribute interest and dividends, thejr are allowed to deduct that 
30 per cent on the entire amount that is paid out for interest and 
dividends, but that only leaves the corporation subject to 30 per cent 
on what it retains in the business. 

Mr. ZoLLEB. There is great danger of taking the law of any coun- 
tiy and just taking the rates and applying them here or anywhere 
else. You have first got to take into consiaeration the base. When 
the base is proper and equitable the rate would take care of itself. 
It doesn't make any difference what the rate is if the base is eouitable 
and just, and when I say it does not make any difference, 1 mean 
within reasonable limits. Of course, there is a mnit to Uncle Sam's 
pocket, the same as there is to everybody else's, but within certain 
limits the rate will take care of itself if the base is just and equitable, 
but it is not fair to take a rate in one law, which has a different base, 
and apply it in this country. 

Mr. LoNGWORTH. I didn't have an opportunity to hear all of your 
opening statement. I imderstood that you figured a deduction of 
10 per cent regardless of war profits in all cases. Would you think 
it would be fair to segregate certain classes of industry, say like oil 
production, zinc and lead products, from other industries, and allow 
a greater deduction in their case than in others ? That is, would you 
aovocate a classification of industries ? 

Mr. ZoLLEB. Yes; and, of course, as a part of that same proposi- 
tion, would lower the exemption in the case of public-utiuty cor- 
porations that have not made up to the present time — and it looks 
as if they never would make — 10 per cent. I don't suppose — ^I am 
not trying to get at a fair return on capital here — that many would 
admit that 10 per cent is a fair return on capital imder ordinary 
conditions, but we are trying to get at what would be a fair return 
imder the circumstances m connection with raising this revenue. It 
seems to me that in that case you have got to reach a point that 
would be fair in the majority of cases. Now, personally I would not 
worry if a lot of corporations were exempted from the excess-profits 
tax, because they do not make 10 per cent. My opinion is that under 
present conditions any corporation that does not really make 10 per 
cent upon the capital invested oiight not to. be subjected to excess- 
profits taxes, and I may say that I do not want to advocate a tax on 
anybody else here. I have tried to keep .away from that sort of 
thmg. In regard to oil companies and what they make, I am not in 
a position to know what should be done in that case, but I do believe, 
as a general proposition, that an exemption of at least 10 per cent 
would tend to meet the situation. 

Mr. Moore. Now, that you are away from your paper, several gen- 
tlemen did not hear it who have come in, and 1 wish you would restate 
your proposition about the allowance of 10 per cent. How are we 
going to raise the money, according to your plan, after we make an 
allowance of 10 per cent? 

Mr. Garner. Mr. Moore, just before he leaves the statement of 
poUcy that Mr. Longworth asked about, you do not care to express 
an opinion of what the exemption should be on oil, zinc, or lead? I 
understand you do beheve it would be a good policy to classify the 
business and apply a different exemption according to the business. 
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Mr. ZoLLEB. No, that is not hardly my opmion. 

Mr. Gabneb. Would you classify the busmess with reference to ex- 
emption ? 

Mr. ZoLLEB. I don't think I would. 

Mr. Gabneb. What would you say about public-utiUty corpora- 
tions; raikoads of the countiy, banking interests of the country, 
putting them on the same panty with the oil industry or any other 
kind m hazardous business, or making exemptions to take care of 
them ? If you take care of them all you wouldn't get any money, 
that is the trouble. 

The Chaibman. If I understood you, if you have an exemption of 
10 per cent, it would insure capital some return. 

Mr. ZoLLEB. Yes, sir. 

The Chaibman. And you base that upon the idea that we are 
going to raise considerably the corporation tax. Suppose you raise it 
20 per cent instead of 30 per cent like Great Britain has. Now, if 
you deduct that corporation tax of 20 per cent and the excess-profits 
tax, give an exemption of 10 per cent, it only leaves you 8 per cent 
exemption because you see tne corporation tax would take 2 per 
cent. 

Mr. Gabneb. That is on the assumption that you are going to 
raise it. 

The Chaibman. If I get your idea, if you allow this reasonable 
exemption which would be enough to be of some little inducement 
to continue the business, you would expect the rate would be con- 
siderably increased. 

Mr. ZoLLEB. Very high. 

The Chaibman. And you would have as few brackets as possible? 

ifr. ZoLLEB. Yes, sir. 

The Chaibman. I think the committee is with you on that proposi- 
tion. Then the rate is whatever amount we absolutely need ? 

life. ZoLLEB. Yes, sir. 

Mr. MooBE. Let me restate your proposition. 

ITie Chaibman. That was the piu-pose of the House Committee 
in conference, exactly as you have stated it. 

Mr. MooBE. Starting with the allowance of 10 per cent how will we 
raise the tax? 

Ikfr. ZoLLEB. First you know how much you are going to get from 
the income tax. 

Mr. MooBE. That you would have constant? 

Mr. ZoLLEB. Yes, sir. You know how much you are going to get 
from the income tax, then you know the balance you must raise from 
this source. 

Mr. MooBE. Then starting with your 10 per cent, you would have 
a corporation income tax ? 

Mr. ZoiXEB. Then I would raise the balance upon the income that 
is over this 10 per cent allowance. 

Mr. MooBE. You would wipe out the excess-profits tax ? 

Mr. ZoLLEB. I would put it on the income that exceeded the 10 
per cent of invested capital. 

Mr. MooBE. Would you retain that as a special tax, or include 
that in the income tax ? 
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Mr. ZoLLEB. I think I would. Now, there are some people who 
believe that certain profits are excessive when they are not perhaps. 
But I think that I would have an excess-profits tax. 

Mr. MooBE. That is a war term exclusively, Mr. ZoUer. 

Mr. ZoLLER. I admit that. 

Mr. MooBE. I have no means of telling what the committee is 
going to do. Some men have conferred upon it, but I do not know 
what the program of the committee will be, but as the situation 
presents itself now, the question is, Have you got it, and if vou have 
it how are we going to get it without putting you out of business? 

Mr. ZoLLEB. I say the way to get it without putting us out of 
business is to give us a certain allowance that is free of any excess- 
profits tax, and then tax the balance sufliciently to raise the revenue 
that ought to be raised from these particular concerns. 

Mr. MOOBE. You have been very Uberal in your statement as to 
willinCTiess of the associations you represent to do their full part, and 
I think you are entitled to credit, and the associations, for the posi- 
tion they take; but the action of this committee may be very drastic, 
evidently it must be, because of the demands made upon it, and 
therefore I wanted you to be cautious, so far as I am concerned, about 
your predictions as to what the business can stand, because it is going 
to be a question of what the traflic can bear, especially as against the 
manufacturers of this coimtry. They have got to bear a very heavy 
burden, and it may hurt some of them to some extent, as some see it. 
May I ask you just what associations are represented by you ? 

Mr. ZoLLEB. There is a national conference of State manufac- 
turers' associations. That conference represents manufactiu'ers' 
associations 

Mr. MooBE (interposing). State associations? 

Mr. 2k)LLEB. State associations from 28 States. 

Mr. MooBE. Is lUinois represented ? 

Mr. ZoLLEB. Yes, sir. 

Mr. MooRE. It is a large association and was to have had a spokes- 
man here. Do you speak in his place ? 

Mr. ZoLLER. 1 assume I do. I assume that I represent all of these 
associations. 

Mr. MooRE. Then there is no special reason for any individual 
appearing as long as you are authorized to represent them all. 

Mr. ZoLLER. That is my understanding. We appointed a com- 
mittee and sent out notices that the committee would meet in New 
York City, and what I have stated is in general terms the position of 
these associations. 

Mr. Moore. Can you tell us what States were represented in this 
conference ? 

Mr. ZoLLER. I do not think that I can give all of them. New 
York, Illinois, Indiana, Georgia — I think Mr. Glenn, if he is here, 
can perhaps give those States. 

Mr. Moore. Is Mr. Glenn of the Illinois association ? 

Mr. ZoLLER. He is secretary of the Illinois Manufacturers' Asso- 
ciation. 

Mr. Moore. He was to have part. 
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STATEMENT OF MB. JOHN H. GLElTir, OF CHICAGO, ILL., SEC- 
RETABT OF THE ITATIOITAL COITFEBEITCE OF STATE HAirXJ- 
FACTU£E£S' ASSOCIATIOIT, AND SEC£ETA£T OF THE 
ILLINOIS HANUFACTU£E£S' ASSOCIATION. 

Mr. Glenn. Here is what happened. I made an appointment for 

the Illinois association to appear here by its representative on the 

17th, and it was so early that the chairman of the committee could 

not get here, and when Mr. Zoller was to appear it was merged 

, with this appointment. Mr. Clark was the. man. 

Mr. Moore. Mr. Zoller speaks for you ? 

Mr. Glenn. And I will nle with the committee the names of the 
associations that he represents. 

Mr. Moore. Was the Pennsylvania association on it ? 

Mr. Glenn. The Pennsylvania association affiliates with the con- 
ference. There is no one nere from Pennsylvania this morning. 

Mr. Moore. And he speaks for the Pennsylvania association as 
well ? May I ask if Nortn Carolina is represented here ? 

Mr. Glenn. I do not know. I do not think so. 

Mr. Moore. Does that State have an association ? 

Mr. Zoller. I do not know. 

Mr. Glenn. They have an association of textile people down there 
that manufacture textiles. 

Mr. Fairchild. What percentage of the manufacturers of New 
York are identified with jonr association. 

Mr. Glenn. From a capitalization point, or from the point of num- 
ber, or the value of the products ? Now, you might take the indus- 
tries of New York, and they would represent, say, $5,000,000,000 
value of products which mignt be 95 per cent or 99 per cent of the 
total product value of New York, yet they might only represent 45 
per cent, so far as numbers, on account oi the smaller concerns not 
identifying themselves, the concerns that can not afford to maintain 
a membership. 

Mr. Moore. Let us get it in this way. Is the National Association 
of Manufacturers represented in this conference ? 

Mr. Glenn. No, but they are in the room. 

Mr. Moore. Does Mr. Zoller speak for them? 

Mr. Glenn. No. 

Mr. Fairchild. The point I wanted to get at is that a great many 
manufacturers are not members of this association. 

Mr. Glenn. There is no conflict between this conference and the 
National Manufacturers Association. We are working with' them 
right here. 

Mr. Moore. But Mr. Zoller is making a very important statement. 
If his views are the views of the manufacturers, or if they are not, I 
want to know that. 

Mr. Glenn. This conference of State manufacturers' associations — 
I am the secretary of it — the by laws provide that we get together 
and talk things over. The action of the conference is in no way 
binding on the different State associations, yet the State associations 
are represented in this meeting, created this committee, and sent this 
committee to draft a plan, and sent Mr. Zoller over here to make a 
statement. 

Mr. Moore. Let me ask you this. You are interested as an actuary. 
Are the steel interests represented in this conference ? 
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Mr. Glenn. They belong to this association, and the steel interests 
in Illinois practically belong to the manufacturers association. The 
same is true of other States where they have plants. 

Mr. MooBE. Are the textile interests represented ? • 

Mr. Glenn. Pretty strongly. Connecticut and Massachusetts are 
identified with this conference. 

Mr. MooBE. Well, it would help me very much as one member of 
the committee to know just what States are here, and just what lines 
of manufacture thev represent. 

Mr. Glenn. I will file with the committee the States that are rep- 
resented in this conference, that created this committee, and I will 
file with the conmiittee the State associations that are affihated with 
the National Conference of State Manufacturers Associations, so far 
as I can get it, the capitalization of these different concerns in the 
different States, and the employees, and such matters as I think you 
will be interested in. 

The Chaibman. The committee will be glad to have it. 

Mr. Moobe. If the chairman will let that go in I will be obliged. 

I want to say here that so far as the income tax is concemea, four 
States in the Union pay most of it, and the manufacturing interest 
contribute largelvto that bulk, so it is important to know whether a 
man who comes here to speak for those interests does actually repre- 
sent the manufacturing sentiment in the United States. 

Mr. Glenn. These gentlemen that own these properties are much 
concerned in this question. 

Mr. Moobe. You have a right to be. 

Mr. Glenn. But there is no disposition that we come here with a 
view of avoiding the tax. 

Mr. Moobe. I imderstand just the reverse.. You are coming in a 
very fair and open-minded way. 

Mr. Glenn. That is what I want to do, and I will file the statement 
with the committee. 

(Mr. Glenn filed the following Ust of delegates present:) 

DELEGATION OF NATIONAL CONFERENCE OF STATE MANUFACTURERS* ASSOCIATIONS. 

J. Frank Zoller, spokesman, New York. 

William Butterworth, president Illinois Manufacturers' Association, Illinois. 
B. H. Howard, Iowa. 
Roger C. Sullivan, Illinois. 
A. D. Oliphant, New Jersey. 
Max W. Babb, Wisconsin. 
T. P. Linn, Ohio. 
Guy G. Pritchard, West Vircinia. 
Frank M. Smith and E. B. Knight, Indiana. 
John H. Buck, Connecticut. 
John Q. Ross, Michigan. 
Frank Tregonihg, State of Washington. 

John M. Glenn, secretary National Conference of State Manufacturers' Associations, 
76 West Monroe Street, Chicago, 111. 

The Chairman. Is there any other gentleman now that wants to 
be heard representing the State Manufacturers' Association. If not, 
Mr. Emery wishes to be heard, and I think it would be well for Mr. 
Emery to make a statement if he desires to do so in regard to the 
National Association of Manufacturers. 
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Mr. LoNGWORTH. Before that, Mr. Zoller, I would like to ask with 
regard to the excess-profits tax. This conunittee is now facing a 
different problem than at the time of the first revenue bill and that 
is due to the Government policy of price fixing. You realize, of 
course, that if that was carried to its ultimate conclusion there would 
be no abnormal profits. 

Mr. Zoller. Yes, sir. 

Mr. LoNGWORTH. Now, we have that Question to face as to what 
effect the price fixing so far has had or will have on next year's excess 
profits, how much further the Government may go. 

Mr. Zoller. If the Government does not permit corporations to 
make a profit, all I have said does not apply, because my statement 
has been made on the assumption that they would be permitted to 
go on and make profit, but the more the profits are cut down the less 
they are to be taxed, and that will simply mean that if the Govern- 
ment does not allow profits it will not get any taxes, but will have 
to get the revenue in some other way. And it further means that if 
they are not able to make earnings, the Government will have to 
operate it, and the Government will have to do the financing. 

Mr. Hull. Mr. Zoller, it looks like, just viewing it from the outside, 
basing our computations on the net income and excess-profits tax in 
1917, the excess profits computed will run up in the neighborhood of 
$5,000,000,00.0. Of course, if we should establish that rate of 80 per 
cent on the same computation for 1918, the profits should be as large, 
and we would secure $4,000,000,000 excess profits. Now, we have 
had to deal with special cases, with special circumstances that attend 
the individual business and some industries or subordinate subdi- 
visions of industry. The result is that where their capitalization is 
not fully shown on account of the fact that they have peculiar factors 
in them, which do not come within the strict definition of capital 
invested, some concerns pay a higher proportion than others. 

Mr. Zoller. Could you give an illustration of just what you mean ? 

Mr. Hull. For instance, one concern where the profits are derived 
as much or n^ore from the individual capacity, from the expert 
business knowledge and capacity of the owner, or the operator. 

Mr. Zoller. Isn^t that in the case of small concerns usually? 

Mr. Hull. It is more apparent in the case of small concerns, 
undoubtedly, but the point 1 was getting at is that the 10 per cent 
you refer to as a fixed basis of exemption might be too much in some 
cases and in some exceptional cases might not be enough, might it, 
provided you wanted to reach the same level of profits and of capital 
invested in making jout computation? 

Mr. Zoller. Yes, su-; that is true. If I may be permitted, just a 
word on that point, on that feature. I know that the small business 
man and the copartnerships feel in some cases that they are paying 
more in proportion than the larger concerns. 

Mr. Green. I would like to say that I think several members of 
the committee, including myself, nave been somewhat impressed by 
that consideration, and they think probably there ought to be some 
allowance. 

Mr. Zoller. Now, in my opinion, the only thing you can do in 
that case is to increase your specific exemption. You already have 
$3,000 for corporations and $6,000 for an mdividual. If that is too 
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low, I suppose it could be increased. That specific exemption does 
not make an}' difference at all. Someone whose capital is in the 
miUions might just as well not have it, because it is so small. I 
think you nave got to reach the individual cases that way, and I 
think it would be dangerous to try to help out the individual by 
changing the system that changes the whole financial system of the 
country. You must put them in in a special case by themselves. 

Mr. Greex. Mr. Zoller, not in the form of a question, but merely 
in the form of a statement, in view of the fact that some questions 
have been asked you with reference to the term '^ excess profits," 
and further, in view of the fact that there has been a great deal of 
discussion, it seems to me, speaking for myself individually, and my 
understanding of the purpose of the committee — although I do not 
pretend to speak for the committee in that respect, the purpose of 
the committee in using that term — I want to make the statement 
that to me that term, ^'excess profits" does not necessarily mean 
unreasonable or extortionate profits, although possibly there may 
be some instances in which there may be profits which might properly 
be taxed under stress of war and great nee-d and exigency, such as we 
have upon the country at this time. 

Mr. Zoller. Now, I just want to make one more statement, and 
call the committee's attention to the fact that I did not say that 10 
per cent was the amount. I said it ought to be at least 10 per cent. 
My assumption is that this committee upon investigation is just as 
able to raise that 10 per cent as they are to lower it. 

Mr. Sterling. I did not hear all of your statement. Did vou 
define what you think invested capital is ? 

Mr. Zoller. No, I have not. 

Mr. Sterling. Now, that is one of the problems of this committee. 
It is one of the things that has caused a great deal of complaint in the 
present law. 

Mr. Zoller. I do not believe that you are going to be able to 
define invested capital without having some complaints. I think the 
Treasury Department has endeavored to the best of its ability to 
construe the present law equitably, and they have allowed with regard 
to borrowed money — I do not want to use this illustration — but they 
have said that if there was any excess where you could not deduct 
the interest under the income-tax law on money borrowed, that 
money borrowed should be considered as a part oi invested capital, 
and that helps out to a great extent those concerns which are capital- 
ized by using bonds or certificates of indebtedness instead of issuing 
stock. Of course, the Treasurer saw that they certainly should not 
have the right of deducting interest and reducing the income at the 
same time, putting in the debt as a part of invested capital, so he 
tried to meet them halfway, which was the best he could do under 
the present act. Now, I simply made the statement that I thought 
that invested capital as construed by the Treasury Department was 
fair to the average taxpayer. Now, I have no doubt that there are 
innumerable cases where it is not fair, and I do not feel competent 
to go into those individual cases and discuss the fairness of the situa- 
tion. 

The Chairman. Can you conceive of any tax law which will 
raise a considerable amoimt of taxes and yet not be inequitable in 
certain individual cases ? It is impossible to avoid that, I take it. 
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Mr. ZoLLER. I do not believe one was ever enacted. 

The GaAiRMAN. Even the income tax bears . very heavily and 
unequally on a great many. Here is a man who puts out a million 
dollars, and the only return he. gets is 1 per cent, and jet he has to 
pay the same income tax as the man who puts out a million dollars 
and gets 100 per cent. It is impossible to write into the books any 
tax law that does not bear unequally on somebody. We did try 
before and we are going to try again to rub out all inequalities if we 
can, of course, when we write the law we now have in view. But 
when it becomes a law there will be a great many cases where it will 
bear imequally on certain individuals or corporations, but it is one 
of those things that can not be prevented. 

Mr. ZoLLER. Yes, sir; that is true. 

The Chairman. Now, Mr. Emery, I think in this connection we 
may save time by permitting you to make some remarks at this time, 
if vou prefer; or, we can wait untU we get through with this general 
<5ubject, if you prefer that should be done. 

Mr. Emery. I would prefer to be heard at this time, Mr. Chairman 
and gentlemen of the committee, if you are willing to hear me. 

The Chairman. All right, we will hear Mr. Emery at this time. 

STATEMENT BT JAMES A. EMEBT, COUirSEL FOB THE 
ITATIOITAL ASSOCIATIOir OF MAITUFACTUBEBS OF THE 
UNITED STATES, WASHIlTGTOir, D. C. 

Mr. Emery. I will say that I am counsel for the National Associa- 
tion of Manufacturers of the United States, and in this matter repre- 
sent also the National Industrial Conference Board, composed of 
some 19 national craft industrial organizations. These include the 
American Cotton Manufacturers* Association, American Paper and 
Pulp Association, Electrical Manufacturers* Club, Manufacturing 
Chemists* Association of the United States, National Association of 
Cotton Manufacturers, National Association of Manufacturers of the 
United States of America, National Association of Wool Manufac- 
turers, National Automobile Chamber of Commerce, National Boot 
and Shoe Manufacturers* Association, National Council for Industrial 
Defense, National Erectors* Association, National Founders* Asso- 
ciation, National Metal Trades Association, Rubber Association of 
America (Inc.), Silk Association of America, United Typotheta and 
FrankUn Club of America, and National Hardware Association. 

- The National Industrial Conference Board, gentlemen of the commit- 
tee, is what its name implies, a conference of the associations named, in 
i?vhich each is represented by its president and one delegate of that 
association. The board meets monthly, and possesses a staflF which 
is constantly at work on industrial research work; it is an advisory 
and investigating body. It is for the purpose of enabling organized 
industries of the United States to conduct research work that they 
might better know themselves. 

The conference board has given a great deal of time and attention 
to the subject of taxation from the manufacturers* viewpoint. It 
has not endeavored to enter into all the details of taxation, but has 
undertaken to ascertain certain fundamental principles that it 
believes ought to imderUe the base of taxation, being chiefly interested 
in securing a fair and equitable tax bill. It is not concerned in the 



1194 REVENUE BILL. 

rate except that it realizes that the purpose of revenue legislation 
must be to secure, not revenue for a single year, but under the cir- 
cumstances which we face a constantly augmented stream of revenue 
for the future. So that we assume that a taxing body will lay its 
tax with the idea that it must not merely secure its return for this 
year, but must do its part to stimulate production in order that there 
may be an assiu*ed retiu-n in consonance with the needs of the Gov- 
ernment in the future. 

The conference board and the associations composing it are familiar 
with the conference of State manufacturers' associations who have 
presented their views to you; and naturally many of our members 
are members of State associations and most friendly relations exist 
between them. But we differ somewhat on our tax view at least in 
one respect. With much that Mr. Zoller has so ably presented to 
you we are in entire accord, but L want for the moment to call your 
attention to the one specific thing in which we differ. 

The great difficulty in discussing tax questions is the difference in 
definition of the terms used. Some one nas said that evolution had 
lost all value as a scientific phrase because it had been used in so 
many connectioijs. So the phrase '^ excess profit tax" has been used 
to denote so many thin^ that unless one defines what he means by it 
he is likely to be misimderstood in using it. I assume that an excess 
profit tax may be either arbitrary or what I should call natural. I 
mean by arbitrary excess profit tax one in which a retiun is fixed by 
the taxing body arbitrarily in order to meet the revenue needs, and 
all returns above the amount of the tax fixed is called, for the purpose 
of taxation, excessive or excess profit, and is a tax in such terms as 
the taxing body likes. I should call a natural excess profit tax one 
which was laid on the excess above the normal return of the industry, 
the average return being ascertained upon a broad base that permitted 
the industry to naturally express itself not only in terms of its normal 
profit, but in accordance with the varying efficiency of its manage- 
ment and the various elements that enter mto the varying return of 
one business to another. 

The excess-profit taxes as laid, for instance in Great Britain, are 
predicated upon an ascertainment of the normal prewar returns, 
the theory being that the taxpayer making his return upon two of 
the prewar years, "* the normal return expresses itself in the natural 
variation of the business, assuming, of course, that the years selected 
express the business. Of course tne revenue-laying body is to select 
years, or permit the selection of years, that do express that normal 
return, so that neither injustice is done the government obtaining 
the tax, on the one hand, or the person or corporation paying it upon 
the other hand. If a base can be laid which fairly represents the 
normal return upon capital actually invested, we beheve that that 
is what may be termed the normal return of that business, and that a 
tax laid in any succeeding year upon profit in excess of that normal 
return would be the natural excess-profit tax as distinguished from 
an arbitrary excess-profit tax. But naturally the return is deter- 
mined not by the circumstances of the business, but by the necessities 
of the tax layer. 

We venture, therefore, to call the committee^s attention to a matter 
which, of course, has often been raised before it, but to which I must 
refer for the purpose of making clearer the position of these organ- 
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izations. I assume that the committee recognizes that nothing could 
be more imfair in normal conditions than to tax in Uke amount all 
forms of business. It would be similar to paying an equal wage for 
unequal ' service. In all business there must be naturally and 
economically speaking — I say economically speaking, and by that I 
mean under any economic law that might be permitted to express 
itself — the natural relation between risk and return. All busmess 
obvioiisly is not of equal risk. It would seem very unfair to tax 
equally the return from investment in the form of farm mortgages 
and, I wiU say, investment in the construction of ships to be operated 
upon the dangerous seas. It would be equally unfair to say that 
returns should be taxed equally coming from various industrial 
operations of equal risk. Not only woula that be unfair in itself, 
but it would seem to have a tendency to discourage that form of 
industrial enterprise which has been the pride of this Nation and the 
greatest stimulant to its industrial development, the great pioneer 
industries, which are by no means things of the past, but which have 
been operated and have prospered in the verv midst of war. Because 
since we entered into this struggle we have builded, for the first time 
in history, the American chemical industry, and built it in the face 
of industrial and financial peril, and its future depends entirely upon 
the character of protection which it shall receive, not only from private 
enterprise but from pubUc policy. 

Mr. Moore. Do you refer to the dye industry? 

Mr. Emery. Yes, sir; the chemical industry generally, but the dye 
industry is a part of it. We are also developing drugs and medicines, 
and we are developing a great optical industry, and making as good 
optical instruments in parts of tne United States as were ever made 
in England. 

Whue it is true, gentlemen of the committee, that the needs of the 
Government are not only very great but are dominant, yet the needs 
of private industry under the circumstance of war are also great, and 
we assume that they will receive that consideration from you which 
is consonant to the necessary increase in your revenue. So we have 
ventured to beheve and assert that an excess-profit tax predicated 
upon an arbitrary standard, without reference to the normal earnings 
of the subject of the tax, and without due regard for the varying 
risks of the varying forms of business, is inequitable and likely to 
hazard the future of industry itself. Practically every European 
country which lays such a war tax does so by reference to normal 
antebellum standards. The ordinary method pursued seems to us 
not only condenmed by reason and experience, but tends to estabhsh 
a false notion in the public mind as to a fair return upon an invest- 
ment, and to provide an erroneous basis for unjustly criticizing larger 
returns for more efiicient management and a larger enterprise in its 
effort to stimulate business and secure a reward. We reahze that 
while you are meeting the necessities of the present you are also mak- 
ing pohcies for the future that may be regarded as a precedent and 
may, by the same example, creep into the State. 

So tne National Industrial Conference Board, and the associations 
composing it, in view of these considerations and the universal 
European practice, urge that the committee consider a form similar 
in pnnciple but differing in its details to the system pursued by Great 
Britain. 
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Mr. FoRDNEY. Mr. Emery, have you a copy of the laws of Great 
Britain as to the amount of return capital is permitted to make before 
taxes begin ? 

Mr. Emery. I have not got it here, but will be glad to supply it to 
the committee. 

Mr. Green. All of us have that. 

Mr. Emery. All right. 

Mr. FoRDNEY. I wish you would put it into the record. All the 
rest of the committee may have it but me, but I would like to have it 
in detail. 

Mr. Emery. You want the whole law ? 

Mr. FoRDNEY. Yes; I want to know how much capital they are 

Eermitted to deduct before beginning to add to the taxes further, and 
ow it is done. I am informed generally, as are the rest of the com- 
mittee, I take it, but I haven't it clear in my mind how it is arranged 
in detail. 

Mr. Emery. Do you realize that the British tax act has changed 
slightly since January 1 ? 

The Chairman. What change has been made since January 1 in 
regard to the excess-profit tax ? 

Mr. Fordney. Pardon me, Mr. Emery, their fiscal year begins 
April 1, so that their new tax law went into effect then and not 
January 1, I take it. 

Mr. Emery. No; there is a variation as of ^January I in the so- 
called excess-profit tax or war-profit tax. Prior to January 1 the 
controlled inaustries of Great Britain predicated upon their pre- 
war earnings, they being permitted to make returns on two out of 
three prewar years, but 

Mr. FoRDNJEY (interposing). Of how much? 

Mr. Emery. Controlled industries made their returns upon two 
out of three prewar years, and then they were allowed to prove 
their normal or average' earnings for that period not to exceed a 
further profit of 20 per cent. Upon the return after that a tax was 
laid. But since January 1 the 20 per ceAt is stricken off and they 
return the whole of their profit over and in excess of their average 
prewar earnings for two out of three years preceding the war. 

Mr. Fordney. Do they permit the making up of a loss, say, this 
year for last year before the tax begins ? 

Mr. Emery. That general rule is subject to a very considerable 
body of exceptions which are applied through a committee which 
undertakes to adapt the rule to the condition of the industry as 
nearly as possible in order to assure to the industry its prewar returns. 

Mr. Sloan. Who composes that committee? 

Mr. Emery. I think there are two forms of ommitteees. One is a 
committee of first consideration, as I might call it; and, secondly, 
there is an appeals committee. It is apointed by the minister 
charged with the collection of the tax. It is not a standing com- 
mittee, as I understand it, but a committee which varies from time to 
time, and whose membership is composed with regard to the par- 
ticular character of the business under consideration. 

Mr. Moore. Mr. ZoUer suggested that there should be a commis- 
sion to cooperate with the Commissioner of Internal Revenue. Does 
this committee to which you refer correspond with that suggestion? 
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Mr. Emery. I think it might be said to correspond to it, depending 
upon the personnel of the committee proposed. 

Mr. Moore. Is it a committee of adjustment or a committee of 
appeal ? 

Mr. Emery. It is a committee of adjustment in the first instance, 
whereby the taxpayer has an opportunity where a condition arises 
which promises to do him an injustice if the law were enforced, to 
present to the committee his peculiar conditions and circumstances 
and for it to act thereon; and its action is subject to consideration 
by the appeals committee. 

Mr. Moore. Does the committee have power to allow adjustments 
if it finds inequalities ? 

Mr. Emery. Yes, sir. 

Mr. LoNGWORTH. I agree with you entirely on the particular 
general proposition that the theory of a natural excess profit tax is 
better than an artificial one, such as we have. In fact, when this 
excess profit tax based upon invested capital was first proposed before 
the war I was opposed to it and opposed it on the floor. But we 
found that the application of the English system here in the United 
States would result in exemption for a large number of very rich 
corporations, so that they would'not pay any tax at all. 

Mr. Emery. Well, I do not suggest that we shall Anglicize any 
more than we shall Gallicize, but that we shall profit by the experi- 
ence of England in laying our own standard. 

Mr. Ix)NGWORTH. I am not talking about that, but that we should 
not adopt a system whereby the larger corporations and the richer 
corporations here, who were making about the same profit before the 
war as they are making now, should be relieved of the tax. If we did 
that it would relieve them of the excess profit tax entirely. Would 
there be any way under the natural system to have these corporations 
pay an excess profit tax ? 

Mr. Emery. I was about to read to the committee the base that is- 
proposed. 

Mr. Hawley. Do you think that we, under our constitution, could 
delegate to a committee broad powers of adjustment such as the 
British Government delegates to its committee that is charged with 
this tax legislation and oi giving it flexibility, of which you speak so 
well and clearly ? 

Mr. Emery. I was perhaps stating the English practice too broadly, 
but the advantage in it is the somewhat broader application of the 
principle we have in our own law by which if an individual suffers 
injustice under the rigid application of the law, in our case, he makes 
his return to the Treasury officials and they are to give him an 
allowance within the limited powers conferred upon them. That is, 
for instance, new corporations organized since the war, or corpora- 
tions within the terms of our present law, are allowed to make their 
returns and the law itself forces them before the Treasury officials 
for advice. The only difference is that under the British system 
they have much broader powers; but, of course, we recognize in this 
country very fuUy and always that Congress may delegate the ascer- 
tainment of facts to a commission or other body and then apply the 
principles which the legislature has determined. They are not 
thereby exercising legislative powers. 
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Mr. Emebt. I know, in proportion. 

Mr. Green. It is simply the way of getting at it. The excess- 
profit tax, after all, is merely another form of income tax. 

Mr. Emery. Well, it is impracticable to distinguish between taxa- 
tion of the individual source from which he secures his return. I can 
not tell when taxing John Jones whether he got his money from a 
highly risky business or one without risk. I have only the amount 
of the return. But when taxing business I have the circumstances 
and conditions under which the business derives its income. 

Mr. Green. It would be just as easy to get it from the individual 
if you want it. 

Mr. Emery. Well, I do not see any impracticability about it. 

Mr. Treadway. Mav I finish with the line I had in mind before 
you take him up further, Mr. Green, or was yours the same line of 
policy ? 

Mr. Green. Well, one more thought on that: Mr. Emery, your 
argument to a considerable extent is based upon the main subject 
of excess profits. For myself, and possibly for some of the rest 
of the committee, I am not so much interested in names as in the 
justice and equality of the tax, upon which you have also presented 
argument. But suppose we had called our tax, as they have in 
Canada, simply a tax on business profits instead of calling it excess- 
profit tax, then would we not come to the question simply of whether 
we could properly in this time of stress and exigency of the Govern- 
ment lay a tax on the profits which we are discussing? Isn't that 
after all the real question and not one of terms or names? 

Mr. Emery. Well, I do not think we are discussing fiction. I think 
we are discussing a highly important fact. I do not believe I am 
distinguishing between phrases; I am merely considering the exigen- 
cies of the hour and the essential needs of things. I do not care by 
what name you call these things; I have merely given them the names 
by which they have been baptized by legislation and public discus- 
sion. I am compelled to treat them by the name I find attached to 
them. I think there is quite a distinction between them and it goes 
to the very nature of the business which is the subject of tax action. 
If I have emphasized the relation between risk and return, and be- 
tween efficiency and inefficiency in the conduct of business, I have 
done so because these features seemed especially to be overlooked in 
any form of arbitrary taxation. 

I want also to call your attention to the contribution which each 
one of these forms of business must make to the United States Gov- 
ernment, not only in the amount of revenue which it inust pay but 
in the sustained charge of its own production and all that. AU these 
things are considerations that go to this very matter arising out of the 
very nature of the business in order to sustain every one of these 
businesses in the performance of its function, because they are 
merely gigantic tools at the service of the Nation, and they must be 
permitted to have a return adequate to perform that function. 

When we suggest this base of taxation we are not doing it, I beg to 
assure you, as in the main lessening the amoimt of taxation that niay 
be laid upon these industries, but dealing with the nature of the thing 
itself and its contribution to public effort, that it may be maintainea 
and recognized in the form of law, not only for their present pro- 
tection against undue or improper discrimination, but for future pro- 
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tection of the thing itself as a social contribution to the future of the 
Nation. 

The Chairi^la^n. I will have to go over to the House in about 10 
minutes and would like to ask one or two questions before Mr. Tread- 
way takes Mr. Emery up again. 

Mr. Emery. If you will pardon me, I am at your service in dealing 
with or laying down this base that I have suggested, but if permitted 
to go a little uirther with what I have in mind I think I would answer 
many of these questions. It will be very short, and then may I 
respond to your questions ? 

The Chairman. All right, go ahead. 

Mr. Emery. We therefore suggest to your honorable committee as 
a substitute for the pre-war standard proposed the following: 

(la) That the pre-war standard be for a five year period from 1911 
to 1915, inclusive. 

(2b) That the taxpayer be permitted to select as the basis of his 
return any three of such years, the average for the years thus selected 
to provide the base from which to compute the war excess profit tax. 
This would be in consonance with the British law, which permits the 
taxpayer to select two periods out of three. 

(2c) Add to the average normal income thus ascertained an amount 
sufficient to provide a like rate of income upon new capital invested 
in the business prior to the taxable year, the rate allowed upon new 
capital to be tnat actually earned upon the old capital actually 
employed during the pre-war years selected by the taxpaver. 

(d) Levy upon the amount, of war excess profit for the taxable 
years thus shown a rate sufficient to produce the amount which in the 
judgment of your committee must be provided from this source. 

The Chairman. What is the deduction from the percentage of 
profits before the excess-profits tax attaches in Great Britain on new 
business ? That is, a new concern that has been organized and started 
in business since the beginning of the war. It was 6 per cent at first, 
wasn't it ? 

Mr. Emery. I think that is the minimum, as I understand it. The 
same standard is applied to new business as for any like business. It 
is thrown for the purpose of computation into the group in which it 
belongs, and it is allowed the base of the group to which it belongs. 

The Chairman. The principle that you announce is to take the 
prewar standard and then lay a tax on the difference between the 
prewar standard, with some modifications, and the conditions existing 
during the war ? 

Mr. Emery. Yes. 

The Chairman. I will ask Mr. Dixon to take the chair, as I must 
go over to the House. 

Mr. Garner. I gathered from your answer to Mr. Treadway that 
you had the idea that the necessities of the Treasury after the war 
might continue the policy of an excess-profits tax. Do you have 
such an idea as that ? 

Mr. Emery. No, sir. What I am indicating is that the viewpoint 
of taxation presented in the law might create an erroneous public 
opinion with respect to a reasonable rate of return between the risk of 
an enterprise and its profit. 

Mr. Garner. But you do not contend that after this war is over 
the system of taxation in this country will be based upon the present 
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policy of excess profit either as applied in England or in this country 
under the present law ? 

Mr. Emery. WeU, I know that reduction of taxes, historically 
speaking, has always been a very slow process, and in the face of the 
tremenaous burden which we are assuming, it is likely that we must 
for a long time live under a system of taxation which will produce a 
large amount of revenue, and there is only one thing out of which we 
must pay it, and that is increased productive wealth, so it becomes 
necessary to be very rational and consistent with public policy to 
encourage those forms of productive wealth that establish the greatest 
social return to the coimtry. 

Mr. Garner. Would not you consider the policy of securing revenue 
out of incomes more preferable than excess profits, as a general policy 
of the Government in time of peace ? 

Mr. Emery. Incomes of corporations or persons, I assume you 
mean? 

Mr. Garner. Both. 

Mr. Emery. There we are merely returning to the circle as to form, 
whether we shall lay taxes on excess profits, on income, or secure the 
needed revenue through some other form of taxation. It must be 
obtained either from mcome of persons or businesses or by tariff 
taxation. 

Mr. Treadway. Your definition of policy referred rather more to 
educating people to the extent of laying these taxes and to the kind 
of taxes ? 

Mr. Emery. Yes, sir. 

Mr. Treadway. My thought was this, and I see that I was in error 
and that your definition rather corrects it: I thought when you re- 
ferred to educating the people to the policy of taxation that you 
referred to this kind of taxation we are now levying, that is, excess 

{)rofits, income, etc., rather than the possibiUty of the return of a 
arger jevenue than we are now getting from the tariff. 

Mr. Emery. I can only refer to recent political history as to the 
power of phrases in educating the people. We Uve under a Govern- 
ment of headlines and phrases in manv respects, and once you 
create the idea that the amount retumea is excess profit you have 
developed in the public mind a belief that anybody who earns more 
than tnat in any form of business is getting a return to which he is 
not entitled, and it seems to me once you have done that you have 
discouraged many forms of pioneer enterprise, which have been not 
only in ttie past but especially in the future are going to be of tre- 
mendous importance. 

Mr. Garner. May I ask another question: You spoke about 
elasticity of the English system with reference to administering the 
excess-profit law. That gives an opportunity for favoritism, which 
we have sought in this country to avoid by statute as far as possible. 
During war times I am inclined to think that public policy would 
justify a great deal of elasticity in the Treasury Department, but in 
times of peace would you advocate a policy of the Government that 
would give to the Treasury Department opportunity for such elasticity 
as is necessary to administer this law at this time ? 

Mr. Emery. The beauty of equity is that it can accommodate it- 
self to the peculiar circumstances of any case, and for that reason it 
often does greater justice than statutory law can. So if we can ap- 
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Ely to any legislative act — ^particularly a tax act, which is pecuUarly 
able to do great injustice and create hardship in a country as great 
as ours — such elasticity we have approximated justice, not the justice 
that does injustice to public interest but which is fair play to the in- 
dividual and undertakes to treat him justly in the light of the law. 

Mr. Fairchild. Have you any suggestion as to a way to secure 
greater flexibility in the administration of the law as between extra 
Hazards and hazards ? 

Mr. Emery. Well, that system is flexible. 

Mr. Fairchild. I did not know whether your association had 
made a study of that part of the law and had some suggestions to 
make? 

Mr. Emery. You, of course, perceive, Mr. Fairchild, that the Gov- 
ernment itself has tried to make the law elastic bv the appointment 
of various advisory committees, none of which has had legal authority 
to finally act upon many things but can only recommend lines of ac- 
tion that were intended to lessen the hardships of the law. 

Mr. Fairchild. Your statements have been so very interesting to 
myself, and I think to the whole committee, that I thought possibly 
you had gone deeply into that question and were prepared to make 
suggestions. 

Mr. Emery. I think suggestions can be made, Mr. Fairchild, in 
the line of your proposal, when the proposed law is thrown into form. 
The difficulty at the present time is that one has to suggest a line of 
elastic treatment for an abstraction rather than discuss something 
that has been put into form. But the moment the law assumes its 
form I do not see why a proper committee can not be created in the 
Treasury Department, or perhaps the present Treasury officials who 
now possess limited powers can be given such powers as your com- 
mittee think safe in the public interest and adapted to applying the 
law to present conditions. * 

Mr. LoNGWORTH. Would you mind repeating those suggestions for 
the benefit of the committee ? 

Mr. Emery. This base that I have ? 

Mr. IjONgworth. Yes. 

Mr. Emery. I will be glad to do it. Our suggestion to your hon- 
orable committee as a substitute for the prewar standard is the 
following: 

(a) That the prewar standard be a five-year period from 1911 to 1915, inclusive. 

Mr. Moore. Do you mind stating there an explanation of your 
reasons for that suggestion ? 

Mr. Emery. All right. I can possibly shorten it by just reading a 
statement I have here. The necessity for a reasonable flexibility 
within the standard prewar period selected is recognized in the legis- 
lation of every European country levying a like tax, by according to 
each taxpayer the privilege of eliminating one or more periods from 
those designated as the basis of return. 

If reason and experience approve this standard abroad, how much 
more strongly is it urged by the varied circumstances of American 
industrial Ufe. For in a country so vast as ours, comprehending 
within its borders many great communities differing greatly in 
physical and economic circumstances, local conditions operate at 
various times to produce in different degrees conditions which, 
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while confirmed in their influence, are nevertheless often active over 
areas greater in territorial extent than any European nation whose 
war taxing experience we possess. Each member of this conmiittee 
is sensible of the fact that drought, flood, industrial disturbances, and 
like causes have seriously affected industrial and commercial areas 
in one or two years out of substantially every five. Thus the great 
Ohio Valley, a thriving industrial hive, suffered within the past 
three years a destructive flood which paralyzed its industry at a 
time when the rest of the Nation enjoyed substantially normal 

Krosperity. In terms of the knowledge and experience of every 
[ember, like conditions have operated during various periods to 
seriously affect large areas in the southern, southwestern, and western 
sections of our country. It is likewise equally obvious that the 
events of the past three years have so disarranged and revolutionized 
business in the United States as to necessitate the reorganization of 
material standards in comparing the business circumstances of the 
present with the conditions of the recent past. 

In view of these considerations and the universal European prac- 
tice, we urge that the taxpayer be permitted to eUminate one or 
two years from a selected prewar period ot five as a basis of calcu- 
lating the average normal net return. This is readily accomplished 
by adding to the rigid prewar standard proposed either the years 
1914 or 1915. 

Of course, what is said there is equally true by including 1916. 
We mean by ^^ prewar years,'' previous to the European war. If we 
adopt our own standard we would adopt the years 1916, 1915, 1914, 
1913, and 1912. This suggestion is not intended to be rigid as to 
years. The illustration is brought to you because these years offer a 
lair opportunity to business to normally express itself, and to provide 
you with a fair photograph of its actual outline. 

Mr. Moore. There is a popular impression that this device of our 
English brethren, which we nave enacted into our law to a certain 
extent, and which you propose to extend, rather increases oppor- 
tunity for bookkeeping and tor such accounting as might lead to 
unfair — or preference, I would say — to certain large estabhshed con- 
cerns over those that have recently begun to do business. In other 
words, that to go through all these ramifications of past years and 
past accounting have very largely the purpose of adding to the 
general confusion in the interest of the taxpayer, and is unfair to 
the other taxpayers who have to pay upon the present rate. I do 
not know whether that impression has come to you, or whether you 
have ever heard anything about it, but I hear complaint occasionally 
of people juggling the returns due to the minutia necessary to be 
gone through with in order to ascertain the returns. 

Mr. Emery. Of course, a part of that objection goes back to the 
lack of clarity in the law itself. Any law that lacks clearness neces- 
sarily implies trouble with its administration. But as to any busi- 
ness that comes into being after the enactment of the law, and for 
which the standards here can not be applied, there is a means of 
treating it fairly without any difficulty, in the light of our own law 
or in the light of a foreign law, where it is thrown into a group and 
decided by the general average of the group. If a man establisned — 
I will not say shipbuilding plant, because that is all in the hands of 
the Government to-day, but I wiU say & chemical industry; if he 
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establishes a chemical plant he goes back into the chemical group, 
and his return is predicated upon the average return of the group 
to which he belongs. So it is subject to the minimum allowance of 
return within the law. 

Mr. Green. Something has been said with reference to the flexi- 
bility of the English statute. I had occasion, along with the rest of 
the committee, to make some study of the English statute two years 
ago when we were preparing this law. I found it so extremely com- 
pUcated and with so many exceptions, or as Mr. Moore suggests, 
exemptions, and I will broadly class them exemptions, or allowances 
woula probably be a better* turn, that I went tO work to prepare, 
although I did not do the work myself, and had this elaborate chart 
made of its provisions in order that it might be better understood. 

I found that there was not only a board of commissioners created, 
the board of commissioners of inland revenue, but also a board of 
referees, and that there was case after case in which they might review 
the returns and make practically such allowances as they saw fit; 
and wiiile the nature of these cases was given and they were enumer- 
ated in the law, the final specification was that this might be done 
with any special circumstance specified in regulations made by the 
Treasury, which practically gave the Treasury power to assess the 
taxes about where-ver they saw fit. Now, whether that was made 
necessary by the nature of this law, and all, I have some doubt 
whether under our Constitution in this country we could make a law 
so flexible as that. 

Mr. Emery. Oh, I quite agree with you. I am not suggesting the 
adoption of the Enghsn plan. I have been arguing with reference to 
the adoption of the prewar standard, the recognition of experience 
under the Enghsh principle. Now as to the detail with respect to, 
and the seeming flexibility of, administration, one may of course 
suggest that only so far as flexibility is a gain and not an injury may 
it expect itself to be adopted, and it is to be adopted in accordance 
with the circumstances of our law and our traditions and our practice j^ 
and the physical nature of the business to be subject to it. We can 
not adopt the English system, especially, because the English legis- 
lative system differs in so many respects so greatly from our own, on 
account of the enormous judicial and legislative powers which the 
Parliament can confer upon a minister of the Crown. They can 
practically turn over to him any group of powers that they please, 
in the absence of any constitutional restraint, which of course we 
can not do; so do not hold me accountable for the fact that the Eng- 
hsh law is not adaptable to our system; but permit me to suggest that 
in the English experience there is a valuable suggestion as to the 
adoption of a reasonable or unreasonable but unconstitutional 
increased flexibility. 

Mr. Green. I think your suggestion should be considered. 

Mr. Emery. Let me suggest what has happened in the administra- 
tion of our own law, that because of this lack of flexibility, and of the 
difficulty of interpreting many of its provisions, we have had to do 
almost extralegal and extrajudicial things. We have had to appoint 
a variety of committees, who held hearings on the subject and various 
provisions of the act. Take our own cases for instance. When the 
-advisory committee of the Treasury was appointed, I obtained for 
±hem about 200 specific, concrete cases of manufacturers' difficulties 
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in making returns, taken from the experience of a great number of 
manufacturers spread over many statements, reduced to the most 
concise expression of facts, and these were turned over to the advisory 
conmiittee to illustrate the difficulties of applying the law hi iodi- 
vidual cases. 

Mr. Green. Pardon me; that is the difficulty, not in applying the 
law, but the Treasury regulations, right there. 

Mr. Emery. Both. Now, this advisory body was appointed by the 
Treasury to assist it. It was not provided for in tne law. Other 
similar conunitteeahave been appointed .by the Treasury, for instance, 
to assist in the making of excess-profits tax or other returns which 
are in their hands, and some of those returns will not be made possibly 
for a very much longer period than the law, because of the difficulties 
involved; and these committees are going to undertake to assist the 
manufacturers; and they all represent, I ao not say illegal, but extra- 
legal, bodies, which have had to come into being in order to assist in 
the interpretation of the law, but were not provided for in it. 

Mr. Green. Let me suggest, as I was going to do, another point 
that might be considered m connection with the Enghsh law, namely, 
that when it was necessary to have these commissioners of inland 
revenue and also the board of referees, and possibly some other 
boards — I have forgotten at this moment — ^with permission under 
Treasury regulations to do almost anything that they wanted to 
with the law, it looked as if this law did not work out with entire 
smoothness in its original sphere. That is what I had in mind. But 
I wanted also to come to another point that is entirelv distinct from 
that. You are aware, of course, that your plan would entirely, ordi- 
narily, exempt certain corporations that are making extremely large 
profits, 60, 75, and even 100 per cent; is not that so? 

Mr. Emery. Would it not also bring in a very large number ? 

Mr. Green. Yes; it would bring in a very large number that are 
making small profits and tax them heavily. 
. Mr. Emery. Yes, but 

Mr. LoNGWORTH. Before you go further, I wish you would read 
those other suggestions you have there, so that we will get the whole 
thing together; if you do not object. 

Mr. Green. No; I am out of place here. I ought not to have 
mterrupted. 

Mr. Emery. Do you mean the base statement ? 

Mr. LoNGWORTH. Yes. 

Mr. Emery. For the purpose of ascertaining the prewar status 
we take a five-year period. These suggestions are as foUows: 

(a) That the prewar standard be a five-year period from 1911 to 1915, inclusive. 

(6) That the taxpayer be permitted to select as a basis of his return any three of 
such five years, the average for the years thus selected to provide the base from which 
to compute the war excess profit rax. This would be in consonance with the British 
law, which permits the taxpayer to select two periods out of three. 

(c) Add to the average normal income thus ascertained an amount sufficient to pro- 
vide a like rate of income upon any new capital invested in the business prior to the 
taxable year, the rate allowed upon new capital to be that actually earned upon the 
old capital actually employed during the three prewar years selected by the taxpayer. 

(d) Levy upon the amount of war excess profit for the taxable year thus shown a rate 
sufficient to produce the amount which in the judgment of your committee must be 
provided from this source. 
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Ml*. MoojRE. Do 3^ou mind^ explaining briefly each point there? 
Mr. Emery. That is, the prewar standard ? 

Mr. Moore. Read (6), and then give a few words of explanation 
of it? 
Mr. Emery [Reading]: 

b That the taxpayer be pennitted to select as his return any three of such five years, 
the average for the years thus selected to provide the base from which to compute the 
war excess profit tax. 

Mr. Moore. Why do you make that suggestion ? 

Mr. Emery. Because we believe that three out of the five years 
suggested, or with the inclusion of the year 1916, fairly presents the 
jiormal operation of business. 

Mr. Sloan. Would it not be fairer for the Government to exclude 
one of the five years and the taxpayer one of the five ;y[ears, leaving 
the three representative years i Yours is a onesided position, leaving 
the taxpayer to select the three years he thinks fit. I presume that 
the rule that would be followed would be that the taxpayer would 
exclude the most profitable year and the Government would exclude 
the least profitable year, and you would then have the three most 
representative yeai-s of the period. 

Mr. FoRDNEY. Would it not be fair to take an average of the five 
yeai?s? 

'^ Mr. Emery. The only reason for taking three out of the five years 
is based on the physical difference between Great Britain, for instance, 
and ourselves. Great Britain is a comparatively small country, and 
we have several States in which we could easily place it; and in a 
xjountry physically as great as ours there are physical circumstances 
resulting in catastrophies. For instance, take the Ohio flood. 

Mr. Moore. Or you can take a drought in Texas. ^ 

Mr. Emery. Yes; that affected the cotton crop. Or you may 
take cyclones or fires that wiped out great sections of the coxmtry. 
That is something not likely to occur in a country so small as Great 
Britain. 

Mr. Moore. You mean it is a matter of choice to the taxpayer ? 
That is one point that it seems to me might be questioned. 

Mr. Emery. Please understand that I am not offering this to you 
personally, nor do I understand that the conference board is, as a 
rigid plan. It is offered first as a proposal, and second, as an illus- 
tration of a principle of taxation to which you must give attention 
in order to be fair. 

Mr. Moore. What is the objection to Mr. Fordney's suggestion, to 
take the average of those five yeara ? A drought or a cyclone do not 
usually last five years. 

Mr. Emery. But the trouble is that if you leave out one year and 
take three out of four or four out of five, unless you leave out some 
one year, it seemed to us that from the standpoint of business con- 
cerns you did not afford the opportunity to cover a year of disaster 
or misfortiine or of exceptional business conditions, which would 
greatly lower the average, and unfairly present the normal oper- 
ation of the business. There is hardly any period of five years in 
American manufacturing business in which there is not some very 
exceptional years on account of tr9ide conditions, physical disaster, 
or other exceptional or unusual circumstances. 

e405»— 18— No. 17 3 
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Mr. Moore. And sometimes there are other condtions, to which 
we are not permitted to refer. 

Mr. Emery. Well 

Mr. Moore. That would be every four years. 

Mr. Sterling. The Bethlehem Steel Co. would take 1914 and 
1915 as two of its years, would it not? 

Mr. Emery. I do not know. 

Mr. Sterling. And then they would take the other next highest 
years. Tney made more money then than they are making now, 
did they not ? 

Mr. Emery. I can not speak of their particular case ; but I can not 
think of any proposal, Mr. Sterling, that will not subject either par- 
ticular individuals and concerns to disadvantage, or operate greatly 
to the advantage of particular firms or individuals. 

Mr. Sterling. It seems to me that with the choice, you would 
give an advantas:e to the concern that made big war profits. 

Mr. Emery. That made big war profits ? 

Mr. Sterling. Yes; during the first two years of the war. 

Mr. Emery. You mean of the European war, now ? 

Mr. Sterling. Yes. 

Mr. Emery. Yes. 

Mr. Sterling. They made more money then, I think, than they 
do now, since we have become involved in the war; is not that true I 

Mr. Emery. I think it is true of particular concerns; but of course 
I am bound to think in terms of general industry rather than of 
exceptional organizations within industry. We went over a great 
many particular cases in the conference board, which you will under- 
stand did not represent any single corporation or industry; but, as I 
have read to you, you can see that it is fairly representative of nearly 
every form of industry in the United States, so that, for instance, 
the textile industry checks the steel industry, and the boot and shoe 
industry checks the electrical industry, so that the moment any one 
industry in the group begins to touch any one particular phase, it is 
met and checked by some industry over here that represents a dif- 
ferent sot of conditions; so that "an average has to be struck for 
that 

Mr. LoNGWORTH. Under your suggestion, would not the Standard 
Oil Co. escape taxation under that bill ? 

Mr. Emery. I can not say as to that particular instance. I can 
say as to the general average. I think it is the consensus of opin- 
ion 

Mr. Longworth. And the American Tobacco Co. would escape 
taxation under that bill ? 

Mr. Emery. I have seen various statements in regard to that, 
including one by the American Tobacco Co., which showed to the 
contrary. 

Mr. Longworth. And any corporation which in the previous five 
years was maldng as much as it was to-day would be wholly untaxed, 
no matter how much capital they had ? 

Mr. Emery. As the gentleman stated, wealth is taxed in so many 
ways that wealth itself, income, can not escape. Whether it gets 
taxed at its source, in the business which creates it, or in the hands 
of the individual who ultimately receives it, it tends to pay its tax, 
and the thought that we have in presenting this thing is Just this, 
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that these represent the sources of the production of wealth, and 
we assume that the committee wants to stimulate production, and 
it wants to reach the fruits of the production and compel them to 
bear their proper share in national affairs. 

Mr. LoNGWOKTH. We want to do that, but how can we justify a 
tax based on this system which you advocate, which I agree theo- 
retically js accurate, which would exempt from taxation concerns 
like the Standard Oil Co., or the Ford Motor Co., or a number of 
others? Now, I behave it is calculated that over $500,000,000 
would be lost under that system; that is to say, all corporations 
which were making large profits before the war, as large as or nearly 
as large as or perhaps greater than they have made since then, would 
wholly escape taxation under the method you have laid dowD., 
Could we justify that ? 

Mr. Emeby« i think I would have to say, in reply to that, Mr» 
Longworth, that I should like to see the evidence of the fact rather 
than the assumption of its existence, because in a number of cases 

Mr. Longworth. I said that applied to some, not all. 

Mr. Emery. Yes. In a number of cases that was discussed a num- 
ber of times' in the conferoace board, and invariably, whenever a 
condition of that kind was presented, at the next meeting figures 
were brought in to show that the contrary was the case; that perhaps 
there would be a reduction in the amount of the tax, but that it did 
not materiallv affect the condition • that furthermore, and taking it 
as a war pronts tax, for instance, tne tendency of any such proposal 
was to reach at the true war profit, so that the profit, which had in 
any way come into existence as an outgrowth of the war bore its 
proper .proportion of the burden of the war, and that it tended to 
conserve the normal situation of the business; and that taking it 
upon the whole, on the average, while here and there there was one 
individual who profited by it, tnere was another individual — corpo- 
rations, I am speaking of now — that paid a larger proportion for it, 
but always in terms oi one thing, war profits — war excess profits. 

Mr. Longworth. It happens that in this country many of the very 
largest and most powerful corporations are those which have not 
been affected by the war practically at all — that is to say, whose 
profits before the war were at least as great as since the war. Those 
would all escape taxation under your method ? 

Mr. Emert. There is a veiy easy way to right that. 

Mr. Longworth. How would you do it? 

Mr. Emery. By increasing the normal tax. 

Mr. Longworth. Oh, yes; but that is outside of the war-profits 
-tax. . ^ . ' '. : 

Mr. Emery. Yes, indeed. 

Mr. Longworth. . And if we increase it on them, we must increase 
it on the small ones. . ; 

Mx. Emery. Then, we .must come back to this proposition, that if 
we waiit to make each business; pay its'tax, that is one thing; but if 
we want t9 tax war profits,i^theu , we mu^t undertake to determine 
what is a waib profit, and tax it, and not Undertake to take something 
which is not a warprpfit and tax it. . 

Mr. Sterling. The restd^pf youirsugg^estion is this, that you will 
not get the war profits by.allowijig th^em^io take the years IQ'r^.^nd 
1915, because that is not a prewar period at all; that is a part of hte 
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war period, and you do not get the war profit by taking in those 
two years. 

Mr. Emery. The schedule suggested is quite flexible enough to 
allow the committee to arrive at a conclusion on the principle of 
taxation to meet the objection. 

Mr. Fairchild. What is a war profit? 

Mr. Emery. I think, before we put an adjective before the word. 
it might be well to determine what is a profit. 

Mr. Moore. Is not a war profit the $1^500 that a Congressman 
makes in salary, above the $6,000 in exemption ? That is an instance 
of a profit that is the same, now the war is at its height, as it was 
before the- war, and yet that is subject to a war-profit tax. I thought 
that might help Mr. Fairchild. 

. Mr* Fairchild. Mr. Emery, I agree with you in the theory, but 
!the trouble is that we face this actual condition, that a number of 
the very largest and strongest and most profitable corporations 
in this country would wholly escape taxation under your [method 
as laid down. Can we justify that at this time? Will it not be 
better to adopt the other system rather than your system ? 

Mr. Emery. I believe thoroughly that a rational working relation- 
ship can be established between the two systems, but the thing to 
which the great body of industry, I believe, is opposed, is the arbitran 
form of taxation, as I say, which fails to recognize the natural relation- 
ship between risk and retiu^n, and between efficiency and inefficiency 
in management, so that it involves aii equal treatment of the unecjual, 
which is the worst form of injustice, and so works hardship which I 
have little to say about now. In peace times we could talk about the 
hardship to industry; but now industry wants to make its contribu- 
tion, and it is making it now with an the power at its command; 
but it believes also that the Government must maintain a policy 
that is stimulating, continually, production, and increasing produc- 
tion and the making of new wealth; because the debts of the future 
can only be paid by increased production. There is no other possible 
way in which we can meet the obligations of the future except out 
of what we can manufacture. 

Mr. LoNGwoRTH. There, again, I agree with you; and I myself, so 
far as I have considered it, can see no objection to a classification of 
different kinds of business, depending largely on the risk involved. 
For instance, I can see no reason why we should not s^regate a very 
profitable industry like the oil industry or the lead mining or zinc 
mining industry, which are very hazardous and in which the pfr^fit, 
if any, must be made within a vety short time. I can not see why 
they should not be allowed a larger deduction in their profits than 
others. 

Mr. Emery. If you will permit me, I will have performed my task, 
and will have represented truly the views of this confefence board 
with these manuiacturers on it, as I understand it, if I can impress 
upon the committee what they believe ,to be a reasonable objection 
against an arbitrary as distmguished irom the natutlS form of 
estimates. 

Mr. LoNGWORTH. Could you suggest, further along;- any methoti 
for cladsification of different businesses? 

Mr. Emery. 1 should be very glad to do it. 
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Mr. LoNOwoKTH (continuing). Based on the essential risks jji- 
volved, so that in determining their excess profits tax we might make 
the kind of deduction that you suggest, that would bear equaUy, 
under the circumstances, on all ? 

Mr. Emery. Now, I wanted to make it clear that we did un- 
doubtedly agree very fully with many of the sugg^tions of an in- 
structive nature made by Mr. Ziller representing the Trade Associa- 
tions, and I wanted to emphasize our oDJection, over that agreement 
and indorsement, to the arbitrary form of taxation which we believe 
to be not only*unfair to the individual, but in the long run to the 
unwise in the public interest. 

Mr. Green. Now, when you speak about the fairness, and the 
arbitrarv nature 

Mr. IImery. Not the fairness of Mr. Ziller. 

Mr. Green. No, I understand. 

Mr. Emery. Yes, sir. 

Mr. Green. You think it would be fairer, do you, under your plan, 
to take sonre corporation not having anything to do with munitions 
or strictly war necessities, which before the war was making only a 
slight profit and now is making 25 per cent profit, and to tax tnat 
corporation heavily, and exempt entirely a corporation that is making 
50, 75, or 100 per cent, simply because they made that much before 
the war? 

Mr. Emery. I think in theory, the fairest form of taxation would 
be one that undertook to approximately reflect the natural condition 
of the industry. The difficulties of doing that in the drafting as weH 
as in the administration of the law are, of com^se, very numerous; 
but on the other hand, the conmiittee will take notice of the fact that 
there is going on in the administrative departments of the Govemr 
ment a continuous fixing of prices not only of raw materials but of 
commodities, through the instrumentality of Government contracts, • 
and the Government is becoming the greatest single customer of the 
manufacturers; so that the Government through another department 
is fixing those profits in all these so-called war industries; that is, in 
every industry engaged in production for war purposes. 

And, on the other hand, it is trimming the so-called — I will not say 
nonessential, because the phrase is unhappy, but — ^nonwar indus- 
tries. It is taking their material and their workmen and their trans- 
portation. So that, under the impulse of the war itself, it is really 
adjusting, by its own very operations, those relations of profit, ana 
distributmg them among different individuals and on different terms. 

Mr. Green. If you wiU pardon me, all that is interesting, as indeed, 
everything you have said is, and quite informing, but it is not answer- 
ing my question at all. 

Mr. Emery. Pardon me; I made that in answer to the remark that 
comes up constantly as to these excessive profits, as though these 
excessive profits were not being controlled, or as though some indi- 
vidual was responsible for their existence, when in many cases they 
are the expression of exceptional conditions. 

Mr. Green. Having simply called your attention to the defect iii 
your system I will let the matter drop there. 

Mr. LoNGWORTH. Let me ask you one question right there, apropos 
of what you have been saying: Do you think that the profits in 
American business will be as large this year as last year ? 
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Mr. Emery. You meian in 1918. 

Mr. LoNGWORTH. Yes. 

Mr. Emert. I think not. I should assume that profits of 1917 
would be the lai^^est of years; 1916 was the largest year up to that 
time. It is very mteresting to note, there, that the corporate incotne 
of the United States for the year 1916, based on the returns of the 
corporations to the Commissioner of Internal Revenue, is about 
$8,000,000,000, net. That is the net corporate income of the United 
States. 

Mr.' LoNGWORTH. Would you care to ^timate what it would be 
for this year? 

Mr. Emery. You mean for 1918? 

Mr. LoNGWORTH. Yes. 

Mr. Emery. I think it will be less than for 1917. That is toy 
personal estimate. 

Mr. LoNGWORTH. Do you think, if we had not adopted the system 
of price arrangement, it would not have been so large, or do you think 
that it is largely due to the fixing of prices that the amount will be 
less? 

Mr. Emery. No ; because I thmk that an aggregate of small busi- 
nesses which contribute a very considerable amount of income will be 
very greatly reduced. We have in the United States, substantially 
speakmg, 280,000 manufacturing concerns, and the average niunber 
of men employed is only 25 to the concern. We have only a very 
few thousand manufacturing concerns whose product is valued an- 
nually at a million dollars or more. It is the great number of small 
manufacturers, the middle class manufacturers, who constitute 
the backbone of our industries; it is not the exceptional corporation 
here and there, which is a law unto itself, economically speaking, 
because of its great size and its resources; so that in thinking of 
this matter I am taking the middle class manufacturers, and not the 
extremes at either end. 

Mr. LoNGWORTH. I am only speaking of the aggregate results. We 
will admit, of course, that the system of price fixing so far pursued has 
a tendency to reduce the profits, and we do not know how much fur- 
ther it is going; but leaving that out of the question entirely, would 
the profits of American business for 1918 have been as large as for 
1917? 

Mr. Emery. How is that ? 

Mr. LoNGWORTH. Leaving out the question of price fixing, do 
vou think that the profits (3 American business for 1918 would have 
Deen as large as 1917? 

Mr. Emery. Leaving out price fixing ? 

Mr. LoNGWORTH. Yes. 

Mr. Emery. That is rather hard to say, especially because I can 
not turn over in my mind the great number of things that the Govern- 
ment has been compelled to take over. Take the shipbuilding 
industry, which represents an enormous industry to-day, and which 
under normal conditions I assume, in view of the risk of the industrv, 
would have represented a high degree of profit, if it had any at all. 

Mr. FoRDNEY. And the rauroads. 

Mr. Emery. Yes, and the railroads. Of course the railroads had 
their profits limited. 

Mr. Sterling. We have fixed the prices on steel and on coal and on 
\. 
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• Mr. LoNGWOETH. And on copper. 

Mr. Emery. Yes; and especially, you take a new industry like the 
chemical industry, there I suppose that the rate of return would be 
very high because it is a pioneer industry. 

Mr. LoNGWORTH. But generally, in view of the price fixing and the 
taking over, it is your opinion that during 1918 the taxable income of 
corporations will be substantiallv less than it was in 1917 ? 

Mr. Emert. I am inclined to believe that. 

Mr. Helvering. What do you think about the net results to busi- 
ness? 

Mr. Emert. It is like doubling the circulation of a newspaper and 
cutting the price in half. 

Mr. Helvering. If a concern has been making 40 per cent, and it 
is cut down by price fixing to 20 per cent, and it would largely increase 
its production, then the amount of net profits would not be correspond- 
ingly reduced, would it ? 

Mr. Emery. I did not get that. 

Mr. Helvering. I say that the amount of net profit would not be 
reduced correspondingly provided the concern measurably increased 
its production, under the 20 p3r cent. 

Mr. Emery. You would have a larger volume and a smaller profit 
on each piece. 

Mr. Helvering. Yes. 

Mr. Emery. Yes ; of course. 

Mr. Helvering. That would make up a considerable amount for 
each industry. 

Mr. Emery. Of course if you take all industries and assume that 
condition to apply to them, the conclusion would be, undoubtedly, 
that result; but when you take into consideration the contraction of 
various forms of business due to the war that is the thing that makes 
me believe that it will offset it. And then the entire shipbuilding 
industry being practically a Government operation, the profit oi 
shipbuilding, which I assume normally would be higher in accordance 
with the risk, would be lower, I assume, under the Government con- 
trol of the profit itself. 

Mr. Helvering. I agree with vou. I think there will be somewhat 
less profit, but I do not think there wiU be a very much lower level 
than there is. 

Mr. Emery. No; I do not think very much more, but of course 
that is one of those things about which one might be very positive 
and be mistaken. It reminds one of what Tom Reed said, that it is 
better to prophesy as to a thousand years hence than a year, because 
figures may cnect your opinion. 

Mr. FoRDNEY. I started to ask you a question some time ago, and 
I was interrupted by others. You have stood a long time on your 
feet, and I am not going to detain you but a moment.. Do you 
believe that the association you represent would favor a provision in 
this new law that would permit the payment of taxes in mstallments 
instead of calling them all in on the 15th of June, as under the existing 
law? 

Mr. Emery. They have all favored the system in the present year. 

Mr. FoRDNEY. This biU, if enacted into law, as proposed by the 
administration, would carry $8,000,000,000, or thereabouts, of taxes. 
That is two or two and one-half billions of dollars more money than 
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there is in the United States. There is less than $6,000,000,000, 
according to statistics. 

It would be of great advantage to the industrial world if those 
taxes could be collected in instamnents, would it not? 

Mr. Ebcert. I think not only to the industrial world but to the 
pubUc interest itself; because our position in this matter, entirdy, 
IS that we are not trying to think of any of these things in terms of 
a selfish interest, but in terms of the pubUc interest from the stand- 
point of our relationship to it. 

Mr. FoBDNEY. Yes. I meant it in this way, that it is a great draft 
upon the banks of the country to furnish people money all at once to 
pay this great tax. Of course the internal-revenue office, together 
with the Secretary of the Treasury have, at the present time, adopted 
a plan which eased things up a little bit; that is, to permit a reduction 
of^3 per cent per annum on payments made prior to a certain date, 
and again, to permit them to buy certificates of indebtedness and 
tunx them in on the 15th of June inpayment of taxes, and so on, and 
get the benefit of the interest that those certificates draw. That 
eases up some. But would it not be far better if those taxes under 
this law could be paid in installments ? 

Mr. Emery. I snould very strongly believe so, Mr. Fordney. 

Mr. FoRDNEY. Beginning as early as possible after the filing of 
the reports by the people ? ... 

Mr. Emery. Yes. I think, too, that next year, if- there are no 

treat novelties in the law and the law is approximately clear, the 
ifficulties presented in its interpretation in the making of returns 
wiU be very greatly improved, and in that event taxpayers will be 
able to make their returns earlier. On the other hand, if the interest 
allowance made by the Treasury for early returns is not comparable 
to the price of money at the time, you can see that there is litde 
to be gained by making the return, and getting, say, 3 per cent, if 
the money is worth 5 per cent to the manufacturer in his business; 
and secondly, if the amount of tax to be paid is to be double ilie 
amount of taxes this year, the strain on our banking institutions 
becomes correspondingly greater, especially in view of the many 
other demands for financial assistance. 

In past years we have weathered this thing s]>lendidly, and it is a 
remarkable demonstration of the strength of our industries and of our 
country, but it is good policy not to double that strain in the second 
year of the war. This time we had a number of cases in which the 
amount of personal income and corporate taxes to be paid by an im- 
portant industrial unit was very considerably in excess of the banking 
reserves of the community. 

Mr. Fordney. I asked that question because I, as other gentlemen 
undoubtedly have here during the past few months, have had a great 
many constituents, and people paying taxes, requesting that we try 
to induce the Secretary of the Treasury and tne Commissioner (m 
Internal Revenue to straighten out this return, and permit the taxes 
to be paid in installments instead of calling them all at one time. 

A little while ago I referred to the English method of taxation. I 
did that for this reason. Many Members of Congress, and many 
people who are not Members of Congress, frequently say to me, as I 
presume they do to other Members of Congress, "Why do you not 
adopt the English system of raising income taxes T^ If I am cor- 
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redt — ^and I want you to correct me if I am not, because I think you 
are well informed on the English law; I have talked with you hereto- 
fore about it — ^we have a system of raising taxes in this country en- 
tirely different from that of Great Britain. We have the city, town- 
ship, county, and State local taxes that Great Britain does not have, 
and raise a very large amoimt of money, for the payment of general 
expenses of the country, in an entirely different way from that of 
Great Britain. The money raised in Great Britain, by taxes, for the 
maintenance of the Government, is veiy largely raised by the Federal . 
Government of Great Britain, is it not ? 

Mr. Emery. Yes. 

Mr. FoRDNEY. They do not have a land tax there similar to our 
land taxes in this country for local purposes, do they ? 

Mr. Emery. I would not be sure of tnat; there have been so many 
forms of British taxation in the last six months outside of the war 
taxes that I hesitate to answer as to the detail. 

Mr. Fordney. Well, if you will correct me, I will be grateful to 
you, because I want that information. I have studied the English 
laws all that I could. I have them in my possession, but I have not 
the most recent changes. They have made some very great changes 
in their tax laws within the last year. Among other things they 
increased their import taxes about 25 per cent and will raise from 
imports this year $1,100,000,000, estimated value, more than last 
year's revenue, and their income taxes will very greatly increase. I 
nave those increases, as compared with last year's taxes. If I am 
correct, before the war Great Britain put a tax not upon the lands 
but upon the income from the property. The nonproductive prop- 
erty did not pay a tax, as nonproductive property customarily does. 
Therefore to compare our income-tax law witn that of Great Britain 
is an impossibility; no fair comparison can be made because of the 
entirely different system of raising taxes over there, as compared 
with ours. Am I not right in that ? 

Mr. Emery. Yes, sir. 

Mr. Fordney. Now, that is all I want to say on that. 

Mr. Longworth spoke a few minutes ago about asking your opinion 
as to the profits in this country this year as compared with the year 
of 1917. One is led to believe, however, by things that are occurring 
that they will not be as great this year in some lines, especially, and 
in others perhaps not, but recently an order has gone out if I am 
correctly informed — and I got this from a mill man that there shall 
be no wheat manufactured by local mills — as to mills, at least — 
between the 1st day of July and the 1st day of September. 

Mr. Emery. A Food Administration order? 

Mr. Fordney. Yes; and a committee has been appointed, situated 
at New York, with power to export wheat. But the price has been 
fixed upon bran and middlings and flour, and so forth, and the mills 
will be closed, and consequently can not make any money, and their 
income will be much less. 

Now, when you come to shipbuilding and Government work, where 
the cost plus contracts were let the profits were very high — were 
very great. That was a great mistake, to let a cost-plus contract. 

Mr. Emery. Yes; one of the most demoralizing things in our whole 
industry. 
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. Mr. FoBDNEY. Yes; I know a party that came into my office with 
S25,000 capital, who made S125;000 last year in putting up canton- 
ment builcings — 500 per cent on his money — on cost-plus contracts. 
If other cost-plus contracts were carried on like that was for a while 
at Hog Islandy there would not be anything left. 

Mr. Emery. Yes; those contracts had a demoralizing influence on 
wages as well as on produce. 

Mr. FoRUNEY. Yes. I think the Government saw that mistake, 
but with price fixing I do not think the profits in this country will be 
as great this year as last year, and consequently this opportunity of 
the Government to obtain taxes from profits, from incomes, and so 
on, ^ ill not be as great. That would be my general idea of the matter. 
Now, you have been kept a long time. If there is any answer you 
can give to those questions, that you can put in concrete form in the 
record, I would appreciate it very much, and I know the conmaittee 
would, to make it plain. 

: Mr. Emery. I would hke as soon as I can to put before the conference 
board some of the suggestions made by Mr. Longworth and others, 
indicating a desire to have an answer to some of their inquiries, as, 
for example, the adoption of the dual sj^stem of a flat excess profit 
modified oy a prewar standard, and I would be very glad indeed, 
with the permission of the committee, to undertake to secm'e answers 
from the board, or with a commentary of what they have said, and 
give it to you. 

Mr. Sloan. All this price fixing or profit fixing would have a tend- 
ency to reduce what we call the prewar excess-profits tax, so that as 
a matter of fact, if you get a large profit tax it must come from the 
large flat tax rather than from the mcreased excess-profit-s tax as we 
find it in England ? 

Mr. Emery. Yes, sir. 

Mr. Sloan. So that in view of what has been said, it is absolutely 
necessary, to get the tax, to use the dual system and to depend rather 
on the second than on the excess-profits tax; is not that true? 

Mr. Emery. Of course, you have various modes of raising it. You 
can raise the normal tax. 

Mr. Sloan. I mean so far as the profit tax is concerned — profit tax 
and not income tax. 

Mr. Emery. Yes, sir. On the theory of an arbitrary tax, so that 
you would simply scale all industry, and say, '^From the incomes of 
6 or 10 per cent," or whatever you fix, '* these must pay so much." 

Mr. Sloan. Do you beheve we could classify the inaustries, say in 
three or four different grades, with different amoimts of exemption 
and also different percentages of levy, and find it entirely constitu- 
tional and enforceable as a bass for your so-called flexibility! 

Mr. Emery. Are you referring now to the legality of such a pro- 
cedure ? 

Mr. Sloan. Yes. 

Mr. Emery. All right. 

Mr. Sloan. Under the legality, first ? 

Mr. Emery. Your taxing powers are almost unrestrained, assujti- 
ing that the tax is laid without discrimination. 

Mr. Green. Do you think that the question of the ability to pay 
the tax has anything to do with the propriety of the tax ? 

Mr. Emery. Pardon me; I did not get that. 
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Mr. Green. Do you think that the ability to pay the tax has any- 
thing to do with the propriety of levying tne tax. 

Mr. Emery. With the propriety. Not always with the legality. 
Surely, I can not conceive a tax being laid as a matter of public policy 
that could not be paid, producing income; but I mean that the mere 
fact that a man has not got the money with which to pay his taxed 
does not relieve him from the penalty of the law. 

Mr. Green. Yea; but you do not understand my question. As 
a rule we do not put taxes on people who have nothing with which to 
pay them. Assuming in the two given cases that both parties are 
able to pay, but one has been making large profits and has had large 
returns and has a large income, and the other relatively small. Now, 
it is often said that taxes should be levied in proportion to the ability 
of the parties to pay them. Do you think that is a correct principle, 
in a general way? 

Mr. Emery. Surely. 

Mr. Green. WeU, then, I do not see why you call this tax that they 
levy under the present law an arbitrary tax. We have undertaken 
to levy it in accordance with the ability of the people to pay it, in 
accordance with the amount of their profits. 

Mr. Emery. I do not think that is the only element that should 
enter into your consideration. 

Mr. Green. Oh, very true. 

Mr. Emery. And I am referring to other elements of taxation. 
You have referred to one, of course, not the controlling one, perhaps, 
and certainly not the only element; but I am referring to the relation- 
ship of certain forms of business to your tax. 

Mr. Green. I mention that as a reason why it does not seem to me 
that the term ''arbitrary" is properly applied to it. 

Mr. Emery. I say arbitrary in connection with a certain phrase^ 
and that is ''excess profits." I say that the term "excess profits" 
is one about which men could dispute all day, because, primarily, it 
must come, back to what is a reasonable profit. 

Mr. Green. I think the term "excess profits" is a very un- 
fortunate expression. We should have used the term "business 
profits" instead of "excess profits," because it has led many to 
believe that the tax should be laid in accordance with the proper 
construction of those words "excess profits," whereas I do not think 
the committee has undertaken to levy them based upon those dis- 
tinctions. 

Mr. Emery. I come back to it because I have noted in the litera- 
ture of industrial controversy in this country references to the fact 
that a certain, concern was earning excess profits. 

Mr. Green. Yes. 

Mr. Emery. And the standard which has been established in the 
act has been accepted as a social standard of property earnings, so 
that a firm that was earning so much was charged with excess profits. 

Mr. Green. I think we would have done better if we had called 
it a tax on business profits. 

Mr. Moore. Before you go, if no other gentleman around the table 
has any other questions to ask you, I want to put one or two. 

Much has been said about raising revenue through income tax and 
excess-profits tax. There is a disposition to increase the income tax 
and to waive the excess-profits tax. That was discussed this morning 



1218 BiSVSKUB BOX. 

by the gentleman who preceded you. Some other gentleman who has 
been here indicated a like desire to put the burden of the tax on in- 
come. I want to ask you now, in view of the question of the equity 
of the tax and the fairness of its distribution, if you are familiar with 
the report of the Commissioner of Internal Revenue for the year end- 
ing 1917, wherein it is stated that the four States that the largest 
amoimts of corporation income tax are collected in are New York, 
Pennsylvania, Illinois, and Ohio. 

Mr. Emery. Yes, sir. 

Mr. Moore. It is a fact that those four States pay the bxurden of the 
corporation tax to-day ? 

Mr. Emery. And the 12 leading industrial States of the Union carry 
very close to 20 per cent, I think, of the tax. 

Mr. Moore. Yes; so that the corporations are paying a very large 
proportion of the tax that is levied to-day for war purposes? 

Mr. Emery. Yes, sir. 

Mr. Moore. And in a very few States ? 

Mr. Emery. Yes. 

Mr. Moore. Now, as to the income tax which it is proposed to 
increase, and which probably will have to be increased, is it not a 
fact that the report of the Commissioner of Internal Revenue states 
that the four States in which the largest individual income tax 
was collected are New York, Pennsylvania, Illinois, and Massachu- 
setts? 

Mr. Emery. I believe those are the States. 

Mr. Moore. So that the burden of the tax, so far as incomes are 
concerned, rests upon those four States ? 

Mr. Emery. What I said with reference to the corporation tax, 
in regard to the industrial States, is also true of the income tax in 
the industrial States. 

Mr. Moore. This corporation tax and this income tax are derived 
from those four States — five States, including Ohio — all of which 
are industrial States; and of coiu^e there are others. Does it not 
follow that where the industry is most pronounced, there'the burden 
of taxation is heaviest ? 

Mr. Emery. Yes. 

Mr. Moore. You represent the manufacturers of the United States^ 
who are a part of the National Association of Manufactiu*ers. They 
have been bearing a very large proportion of the burden of taxes 
for the purposes of the war. They are accused of having made 
excess profits out of the war, and are being accused of that. 

It is inevitable that it will have to be increased this year, because 
the President has indicated what the necessities of the case are, and 
the Secretary of the Treasury has fixed the amount that we are to 
raise at $8,000,000. Have you any suggestions, before you leave, 
as to any method b}" which we may more equitably distribute the 
taxes of the United States, seeing that they are to be doubled tliis 
next year ? The manufacturers are not the only people of the United 
States who are prosperous. Have you any suggestion as to any 
other sources of revenue that we might tax if the committee were 
so disposed ? 

Mr. Emery. Well, if you will turn to the table of occupations and 
forms of business, and the percentage of their contributions to the 
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national tax, I think you may get some very instructive suggestions 
as to sources which pa}^ practically little or no taxes at present. 

Mr. Sloan. Does that include cotton, or have you examined that? 

Mr. Emery. Well, I am simply impressed, myself, with the fact 
that, for instance, in the tax of 1917 agriculture as a whole paid 
twenty-four one-hundred ths of 1 per cent of the tax contribution, 
as I undei"stand it. That is on tlie figures of the Commissioner of 
Internal Revenue. Whether that means that the farmer is not able 
to be taxed, or whether it means that the tax law is not fully enforced, 
I can not sav. 

^^ ft 

Mr. Sloan. Is it not a fact tliat the number of taxpayers has been 
recruited more largely from the farmers, under the last bill, than 
from any other occupation ? 

Mr. Emery. I would not say so, from the indications of the returns. 
There are about 14,000 returns out of 6,000,000 farmers, according 
to the Commissioner of Internal Revenue. 

Mr. Sloan. For this vear ? 
; Mr. Emery. For 1916. 

Mr. Sloan. I mean for this year. 

Mr. Emery. I have not the figures for this year. I mean. the tax 
being raised, in which we have the farmers. 

Mr. Sloan. The limit has been very materiaMy reduced, so as to 
reach the farmers. 

Mr. Emery. Yes. 

Mr. Dixon (in the chair). Could you come back after recess, Mr. 
Emmery? It is 1 o'clock. 

Mr. Emery. If there is anything further you gentlemen desire to 
ask me, I am at your service. 

Mr. Dixon. Is there anything further any member desires to ask ? 

Mr. Emery. There is only one thing further I want to say, and that 
is that I hope the committee will find some means for distinguishing 
between earned and unearned income. 

Mr. Dixon. There are so few of the members left now, I thought 
the committee might adjourn imtil afternoon, and you might return 
then if you have anything further to present. 

Mr. Emery. I have substantially finished. 

Mr. Moore. I would like to have you submit in writing a mem- 
orandum of any other sources of revenue that might occur to you. 

Mr. Emery. I will be glad to do that. 

Mr. Moore. You can add anything you have to your statement 
here. 

Mr. Emery. I wiQ do so. 

Mr. Moore. Mr. Chairman, I ask permission to insert in the record 
a letter which I have here from the governor of Pennsylvania. 

Mr. Dixon. Without objection it will be inserted. 

(The letter referred to is as follows :) 

June 21, 1918. 
Hon. J. Hampton Moore, 

Member of Congress, Washington, D. C. 

Dear Sir: The Farmers' National Committee on War Finance is properly exercised 
over the sinful and illegal profiteering that now menaces this Nation and that aiter 
the war will, if we incur great bonded indebtedness, lead to an inflation of prices 
that will disturb our whole economic policy and menace our capacity to compete in 
world trade. 
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For these reasons I respectfully suggest that it would be wise to tax; wur profits to 
the limit and out of current revenues carry as far as patriotism and justice warrant, 
the burden of financing this war. 

I urge you, therefore, to use your influence in framing such a revenue bill at the 
earliest moment. 

Very truly, yoius, 

M. G. Brumbaugh. 

(At 1 o'clock p. m. the committee took a recess until 2.15 p. m.) 



AFTEB BECESS. 



The committee met pursuant to adjournment at 2.15 p. m. 
The Chaibmav. We will hear Mr. Berenson. 

STATEMENT OF MB. LAWBENCE BEBENSOIT, ATTOBNET AT 

LAW, NEW YOBK CITY. 

Mr. Berenson. I desire to state at the outset that I represent no 
interests whatsoever in coming to the committee, but come entirely 
unbiased. 

The Chairman. What is your full name ? 

Mr. Berenson. Lawrence Berenson, New York CSty. 

The Chairman. What business are you engaged in ? 

Mr. Berenson. I am a lawyer. 

The Chairman. Whom do you represent in appearing here ? 

Mr. Berenson. No interests; I represent nobody. 

The Chairman. You are here just in your individual capacity? 

Mr. Berenson. I am of the firm of Stem & Bemhold. 

The Chairman. Do you represent any society on taxation ? 

Mr. Berenson. None whatever. 

The Chairman. All right, Mr. Berenson. 

Mr. Berenson. One of the greatest difficulties of the law has been 
its application, the mechanics of applying the law. I venture to state 
that not 20 per cent of the taxpayers m tne year 1917 filed what might 
be regarded as perfect excess-profits tax returns. Only last Monday 
I had a talk with Mr. Eisner, who is collector of the second largest 
district in the country, and he told me that of the many excess-profits 
returns, he recalled but very few instances of perfect returns having 
been filed. 

This has been due to the difficulty in determining how to' regard 
capital in many instances, such as changes in invested capital and 
the like. There are one of two instances that I can speak of, which 
came under my own observation, of the difficulties of determining what 
was and what was not capital. The president of a corporation 
came to me last March and put this case before me, and wanted to 
know whether this item should be regarded as capital. He and three 
of the chief stockholders of the company, controlling perhaps 80 
per cent of the stock, agreed in January, 1917, that they woula loan 
to the corporation 75 per cent of the dividends that they had earned 
in 1916, to keep it as a loan to the corporation, and eventually to 
get stock for it, and they agreed among themselves that they would 
accept preferred stock for it. The stock was not issued imtil some 
time in November, and the query was whether or not they coiild 
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regard, or the corporation could regard these loans to the business^ 
wmch were in a way subscriptions to preferred stock to be issued at 
a future time, as capital. 

Another serious case, which shows the difficulties that I met with 
in discussing capital, is the case of patents which have been marked 
off in previous vears out of the surplus, not out of income, but out of 
surplus, out oi which a tax has already been paid, and there has 
been a tendency this year among all corporations to revive th« 
amounts paid for those patents as capital in order to permit of big 
deduction rates. The result has been this year that most businesses 
have been unable to prepare their excess profits tax returns, and 
they have had to seek the services of expert accountants and lawyer^ 
who have speciaUzed in taxation, to assist them in the preparation 
of their returns. In all the cases that I had anything to do with — 
and the experience* seems to be the same with other lawyers and 
accoimtants — ^you are obliged to go into the history of the concern 
from 1911 to date in order to ascertain exactly what you would regard 
as capital and what deductions to make from capital and what 
exemptions to make to capital. Of course, we all know how severe 
the confusion was this year when the Commissioner of Internal 
Revenue had to grant a general extension of 30 days to all concerns 
to prepare their excess profits tax returns, and in very many cases 
extensions were even granted to May 1. 

Mr. Sloan. Have you prepared some phrasing of the law which 
you criticize that would make a fairer statement of it? 

Mr.' Bebenson. No; it is rather an informal statement that I have. 

Mr. Sloan. It is generally admitted, of course, that a new law in 
an entirely new field is difficidt to phrase, to construe, and perhaps 
to follow, and while we like criticism, we ako like constructive 
criticism that would provide a substitute where ours is as fault. 

Mt. Beeenson. I nave no formal statement. These are things 
that have come out of my own experience in preparing returns. 

I am told that to examine the excess profits returns for 1917 it 
will take at least three years for the Government to make the proper 
examinations. It is going to require the services of a tremendous 
force of expert accountants, not accountants alone, but it will also 
require the services of lawyers to go into the corporate minutes, 
agreements, and the Uke, as to what items should or should not 
be regarded as capital. 

The Chairman. Are lawvers complaining that they are being emr 
ployed too much to help the taxpayer? 

Mr. Berenson. No; it has been a very remunerative source of 
revenue. 

The Chairman. You are showing a self-sacrificing spirit if you 
^would make it so that they would not need the services of lawyers 
like you. ...:! 

Mr. Berenson. If you prefer to put it that way, I will let it stand. 

Now, another serious objection to the law has been the practical 
effect in applying it. Under section 207 a corporation, partnership, 
or individual which had a small capital and earned more than 9 per 
cent in the prewar period and which since 1914 found itself doing a 
laJge Avar business, requiring new plants and heavily increased capir 
talization, was comparatively slightly affected in 1917 by the excess^ 
pjTofits tax. Again, concerns which could do business only when they 
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had large capitals were likewise slightly affected. On the other hand, 
old, established, reputable houses, whose credit was so sound that 
they could do business on a large scale with small or borrowed capi- 
tals, were in effect severely penalized in applying the 9 per cent deduc- 
tion rate to their 1917 capital. 

In other words, the mushroom concerns which sprang forth in 
1914, 1915, and 1916 to embark on a large scale in war enterprises, 
and likewise corporations which converted their plants into munition 
factories, etc., were comparatively slightly taxed in 1917 by virtue 
of their deductions on large invested capitals, although their profits 
were earned purely out of war enterprises, while old, established con- 
cerns with small capitals engaged in occupations remote from the 
War were, comparatively speaking, heavily taxed. 

Now, as an instance of the difficulty in preparing returns, not long 
ago I talked with a lawyer for one of the largest corporations in the 
country, and he told me that in preparing excess-profits returns this 
company had a large force of accountants and lawyers called in to 
assist in the preparation of the returns, and he said that in no single 
figure could any two lawyers or any accountant and lawyer agree in 
that conference because of the great difficulty of determining what 
items should or should not be regarded as capital. 

Another serious objection to the law has been its failure to reach 
the incomes of realty corporations, and in good part the incomes of 
banks and trust companies, because in the case of earnings of trust 
companies with their huge surpluses which they usually carry in 
their item of undivided profits, added to their capital, the deductions 
on those items are so great that it takes them from the higher class 
of taxation, and in the cases of realty corporations, corporations 
controlling property in the big cities, it is a particularly well known 
fact that the return on their investment is never greater than 9 or 
10 per cent, so that they escape from the excess-profits tax, although 
they are engaged in a business, the investment in which is very sound 
and very secure, yet they escape in a great many instances almost 
entirely from the excess-profits tax. 

Mr. Sloan. I take it tnen that you would favor a reduction in the 
exemption in classes of business where the return is stable, with little 
risk or hazard. 

Mr. Berenson. Well, that would be a way to get at such concerns 
as those, but my plan is a more elaborate one than that, which I 
shaU reach in a second. 

Now, there is growing up throughout the country to-day a very 
vicious practice of accumulating large capitals, of building up large 
capitals for the purpose of the deduction. That practice is growing 
very, very rapidly, and lawyers and accountants are advising their 
clients and insistmg on their doing everything they can to buildup 
large capitals in order to get the advantage of the 9 per cent deduc- 
tion rate, and there are a large amount of these, and it is a very, 
very serious practice, it seems to me, because it is going to raise the 
rates of interest, and furthermore when liberty bona time conies 
around again, business men will find themselves in difficulties in try- 
ing to procure funds to purchase liberty bonds. Those two items, it 
seems to me, are very serious items for the future of the excess-profits 
tax, as it stands to-day. 
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Mr. Sloan. Then it would be a good thing to have a new law about 
every year so as to keep up with the advanced bookkeeping? 

Mr. Berenson. My plan would be to have this one law, which I 
think could stand every year. 

Now, a suggestion has been made to allow borrowed capital to be 
regarded as capital, invested capital, in order to prevent discrimina- 
tions which the law has in effect made this year against concerns with 
simply borrowed capital, which have lai^e turnovers. 

Theoretically, this seems to be a good thing to do, but there again 
if the committee should decide upon allowing borrowed capital to be 
regarded as invested capital, it is going to open the door to many 
vicious practices, and how will these particular conditions be over- 
come. If borrowed capital should be regarded as invested capital, 
and interest is paid on borrowed capitalj borrowed capital in that 
case would be oetter than invested capital, because they will be 
paying interest on their borrowed capital, and then they will have 
that borrowed capital as invested capital, whereas no interest is being 
allowed on invested capital this year as the law stands to-day. 

The Chairman. Interest is allowed as a deduction, but the bor- 
rowed capital can not go as a capital deduction. 

Mr. Berenson. As I understand it, it is not regarded as invested 
capital. 

The Chairman. No ; but they are allowed a deduction on the 
interest paid. 

Mr. Berenson. But some suggestion has been made to the com- 
mittee, I understand, that borrowed capital should be permitted to be 
regarded as invested capital. 

The Chairman. It would take some pretty good arguments to 
convince the committee against the position it took last year. 

Mr. Berenson. I quite agree with the committee that it should 
not be allowed. 

The plan which I have in mind would get away from the difficulty 
in preparing these elaborate returns, and we cut clear of any question 
of what item should or shoidd not be regarded as capital, because we 
disregard capital entirely. We would have a tax which would be 
easy to understand and easy to applv, and it would save the Govern- 
ment perhaps hundreds of thousanas of dollars in the machinery of 
examining these elaborate excess-profits tax returns, and that plan 
would be to impose an income tax on all businesses instead of as we 
do this year, impose an excess-profits tax on all businesses. Impose 
an income tax on a business conducted by an individual or corpora- 
tion, say, a flat rate of 20 per cent, if you wish, or more if we require, 
then have a graduated income tax on the business profits, similar to 
the graduated tax they now apply to personal income tax. 

3^Ir. Moore. Would vou cut out the existing excess-profits tax ? 

Mr. Berenson. Well, that would be my suggestion to cut away 
clearly from the excess-profits tax and adopt an income tax on busi- 
ness. Have each business pay an income tax. 

Mr. Moore. You want to get rid of the trouble in accounting 
that is now necessary to make returns ? 

Mr. Berenson. It is a bigger problem than the details of ac- 
counting. 

64059—18— No. 17 4 
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Mr. Moore. I understand that that would be mcidental, but 
would you raise as much revenue under the new plan as is raised now? 

Mr. Berenson. Well, I do not see why not, if we started out, 
say, for instance, with a flat rate of 20 per cent on the income of 
all business, whether conducted, of course, by individuals, partner- 
ships, or corporations. 

Mr. Dixon. Would you give them an exemption before you 
apphed the 20 per cent ? 

Mr. Berenson. Yes; a reasonable exemption. 

Mr. Dixon. What is your suggestion as to that ? 

Mr. Berenson. You can have a flat $6,000 exemption, similar to 
the $6,000 exemption in the case of partnerships and in concerns 
on the excess-profits tax. You could allow a certain percentage of 
the income of the firm to be exempted from this income tax. 

Mr. Moore. I Uke your argument favoring simpUcity of returns. 
I think that is what you are driving at. Tffie question is whether 
we should derive as much revenue, especially in view of the fact 
that we must get more than last year. 

Mr. Berenson. I do not see why you wouM not. It seems to 
me that you can derive as much revenue as you want out of this 
plan, and furthermore the large corporations which should be the 
big contributors, and to whom we must look for the greatest part 
of the tax, would be wealthy contributors under this plan, because 
if we apply a graduated tax system, depending on tne amount oi 
income, any corporation that you will reach uiider the graduated 
rate, would be the large corporations. 

Mr. Moore. Have you prepared a table shoA\ing how high your 
graduation would go ? 

Mr. Berenson. No; I have not prepared a table, but it occurred 
to me that a maximum of 33 per cent as a graduated tax would be a 
sufficient maximum to raise the requisite amount that you are 
looking for. 

Mr. Moore. Have you made sufficient calculations to satisfy your- 
self that 33 per cent graduated in the manner indicated would raise 
the revenue we desire ? 

Mr. Berenson. Well, I have not compiled them, and I do not 
know what income, for instance, lar^e corporations have, or what 
the total income is from all the busmesses in the country, but it 
seems to me that it would be easy to ascertain that fact and prepare 
a graduated rate classification. 

Mr. Moore. Have you thought out the graduation plan sufficiently 
to enable you to say whether it would work out unfairly to the small 
business man, or play favorite, as it were, to the larger operators? 

Mr. Berenson. It would not work unfavorably to the small 
business man, and in fact it would get the larger operator, in the 
sense that it would reach income pretty severely, because if we have 
a graduated tax rate, of course the rates would commence at a very 
small rate on small incomes and increase proportionately as the size 
of the incomes increased. 

Mr. Moore. Your proportion that would go to the large concerns 
would be a very large proportion; that is, the aggregate would be 
very large. Some gentlemeir have appeared before the committee 
who have urged, and very insistently, too, that the Government 
should take everything above a fixed amount; $100,000 has been 
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mentioned and there has been a compromise of some on $50,000. 
In the case of an individual graduated scale, of course, it would not 
permit any such limitation as that. 

Mr. Bebenson. Well, of course, you could go as high as you 
wished on the graduated scale. Roughly, I figured that having a 
graduated scale commencing with, say, 5 per cent and running up 
to 33 per cent in addition to the flat income-tax rate, which I suggest 
for all businesses, after allowing a reasonable exemption, would be 
a big source of revenue to the Government under such a plan. 

Mr, Dickinson. You abandoned the lower exemption. You 
suggested $6,000 exemption. 

Mr. Berenson. Yes. 

Mr. Dickinson. You abandon the lower exemptions that are now 
in the law ? 

Mr. Berenson. No; we could keep the $6,000 exemption. Do 
you mean the 7, 8, and 9 per cent deduction rate under the excess- 
profits tax? 

Mr. Dickinson. Well, you are not speaking about income. You 
are speaking of exess profits. 

Mr. Berenson. My plan is to substitute an income tax on business 
in the place of excess-profits tax. 

Mr. bicKiNSON. If you substitute, you have normal exemptions 
as low as $1,000 for individuals and $2,000 for famiUes. 

Mr. Berenson. This plan of mine is entirely apart from the 
personal income tax as it stands. It is simply a plan to substitute 
income tax on business apart from the personal income tax as it 
stands to-day. 

Mr. Dickinson. You retain the present income-tax law, and then 
substitute this income-tax law in which you levy 20 per cent normal 
with exemption of $6,000 ? 

Mr. Berenson. Yes. 

Mr. Dickinson. But you increase the per cent in addition to the 
normal 20 per cent? 

Mr. Berenson. Have in addition to the 20 per cent tax a gradu- 
ated tax. 

Mr. Dickinson. AU right; I understand you. 

Mr. Berenson. Of course, a great many people have raised objec- 
tion to this plan that we are not regarding the return from capital, 
that is, we are not taking capital into consideration, and the concern 
earning $100,000 with $1,000,000 capitalization would be just as good 
or just as bad off as the concern earning $100,000 on a much smaller 
capitalization. That is one of the difiicul ties of capital at any rate. 

The Chairman. As I understand it, you do away with the excess- 
profits tax and put the whole on income tax? 

Mr. Berenson. Yes. 

The Chairman. Would you graduate the income tax on corpora- 
tions ? 

Mr. Berenson. Yes. 

The Chairman. Have you figured out how much the straight in- 
come tax would be on corporations to raise the required amount ? 

Mr. Berenson. No; I have no data of that kind before me. 

The Chairman. Your proposition would be, if there is a corpora- 
tion, say, with profits of $100,000, which would be 50 per cent on its 
capital, and another corporation makes $100,000, wnich is only 1 
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per cent on its capital invested, you would make both corporations 
pay the same ? 

Mr. Berenson. Yes. 

The Chairman. Do you think that would be exactly right, to make 
the corporation which is getting only 1 per cent on its capital pay as 
much as the concern that is getting 50 per cent on its capital, the 
incomes being the same ? 

Mr. Berenson. That is a rather extreme case. 

The Chairman. Last year in the returns that ended for this fiscal 
year 347,000 corporations made returns, and 140,000 of those cor- 
porations made no net income; that is, had less than 1 per cent— 
practically no net income. You are going to make those pay an 
income tax of the same amount as those corporations that made 10, 
15, and up to 400 or 500 per cent? 

Mr. Berenson. The law, as it now stands, makes them pay an 
income tax. 

The Chairman. No; 140,000 of them pav no excess-profits tax. 

Mr. Berenson. But the income tax would apply. 

The Chairman. How is he going to pay any excess-profits taxes 
income ? 

Mr. Garner. They pay no excess-profits tax, but they pay an in- 
come tax. 

The Chairman. Some 140,000 made no income, had none; 50,000 
or 60,000 had 1 per cent and up to 5 and 6 per cent. You would tax 
them just as much as a corporation making 1,000 per cent. Some 
corporations did make 1,000 per cent. Woiud not that be one of the 
difficulties of your proposition ? 

Mr. Berenson. As the law stands to-day, a corporation, no matter 
what its capital is or how small the return is on its capital, pays a 
6 per cent income tax without regard to the amount of capital. 

The Chairman. Now, 6 per cent, of course, would not get us any- 
where with the amount that we must raise. On your proposition 
the income tax would have to be 30 or 40 per cent normal and then^ 
graduate up to 80 or 90 per cent to get the proper amount. 

Mr. Berenson. I do not know whether you would have to go to 
the point of 80 or 90 per cent under such a plan as this to get the 
amount, because I imderstand this year the largest corporations in 
the country, very few of them, came under the heavier excess profits 
rates. Most of them came under the small rates because oi their 
large capitalization, and the deduction on their capitalization saved 
them from the very high rates. 

The Chairman. Would you give them any exemptions or deduc- 
tions ? 

Mr. Berenson. I would allow a reasonable exemption and then 
apply the 20 per cent rate. 

The Chairman. Say that a corporation has $500,000 invested and 
makes $100,000. How much exemption would you allow them before 
your tax attaches, your income tax ? 

Mr. Berenson. You could allow them, say, an 8 per cent exemption 
on their income; on all above that you could apply your flat 20 per 
cent income tax rate, and then an additional graduated scale tax rate 
similar to the additional rate imder the personal income tax. Now, 
in the case of personal incomes, we do not regard how much capital 
a man has. A man may have $100,000,000 and receive an income, 
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say, of $100,000 on that. Another man may have only $100,000, 
and for the last year he might have made on that capital $300,000, 
but still we apply the rates the same. 

The Chairman. But we are pretty well settled that if a man has 
$100,000 for his individual use he can- live pretty well, although 
prices are high, and it make no difference whether he has $1,000,000 
or $10,000,000 invested. But here is a corporation in business, and 
it must maii^tain its business, and if that corporation makes only 
1 or 2 per cent, or even 5 or 6 per cent, it is going practically to get 
out of business, while the individual can keep on in his business, 
because you leave that in his individual business. 

Mr. Berenson. It is not the tendency of capital to stay in indus- 
tries that do not make a fairly decent return on the capital invested. 

The Chairman. But there are 140,000 corporations that did not 
make anything, according to the returns they made. They may have 
had shrewd lawyers to make their returns and figure them out, but 
according to their returns they made nothing. If they made false 
returns, it must be looked into. 

Mr. Berenson. In my opinion, there is no reason why any corpora- 
tion should not pay a substantial income tax. I understand the com- 
mittee plans to raise the corporate income tax considerably. If you 
should, I think you should consider raising it without any regard to 
the capital invested in the business. 

The Chairman. I do not think the committee would raise it to the 
extent of crippling or very materially handicapping any corporation, 
but if necessary, we would have to do that, even to the total amount 
received with respect to the profits on invested capital. 

Mr. Berenson. The effect of the excess-profits tax this year, as 
I have seen it, has been to penalize the small man, the man with a 
small capital, or with a large borrowed capital, whereas the great big 
corporation, as I attempted to point out before, very few come into 
the higher rates of the excess-profits tax. The higher rates were 
applied most frequently, in the case of people doin^business with 
small borrowed capitals, and people of that type, reople who do 
business with borrowed capitals so much, as 1 have observed, are 
established firms who can borrow all they want from the banks 
without having big capital on hand. It works very unfairly. 

Mr. FoRDNEY. I know of a firm that has a capital of $25,000 and 
made $125,000 profit last year net. Do you mean to say that that 
company should not pay more tax than if they had made only 
$2,000 on $25,000 capital ? 

Mr. Berenson. Why, of course, they should pay more. 

Mr. Fordney. A minute ago you said that they should pay a 
very heavy tax whether they made any profit or not. 

Mr. Berenson. That is one of the defects of my plan, but it is to 
me — of course, it seems to me that that is about the onlv defect. 
It is a pretty serious one, but the excess-profits-tax law this year, 
ia the cases I pointed out of the business being conducted by small 
capital, or borrowed capital, is a very serious defect. 

Mr. Fordney. They are permitted to use borrowed capital. 

Mr. Berenson. They are allowed interest on borrowed capital, 
but that is not as good as the 9 per cent deduction on borrowed 
capital. 
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Mr. FoRDNET. Six per cent is not as good as 9, but that is borrowed, 
that is not real capital in the business. It is not a very great dis- 
tinction, but don't you think a firm that makes 500 per cent on its 
capital ought to pa^ more than a firm that makes 2 per cent ? 
Mr. Bebensok. Yes. 

Mr. FoRDNEY. Then wh\ -did you say that a corporation should 
pay heav^ taxes whether tney make profit-s or not ? If a corporation 
18 called upon to pay a heavy tax that doesn't make a profit, that is 
not income tax. 

Mr. Bebenson. My plan would tax income, not capital. 

Mr. FoRDNEY. Wh> did you say they should pay a heavy tax on 
income ? 

Mr. Bebenson. No; I didn't make that statement. No; my plan 
was to levy a 20 per cent income tax right on the income of a corpora^ 
tion, after allowmg a reasonable exemption, say, 8 per cent of their 
income, impose your income tax right on the incoms after the 8 per 
cent exemption, and then add on your additional tax rates. 

Mr. Fobdney. Under existing law a corporation has an exemption 
of $3,000, then they have an exemption of 7, 8, or 9 per cent, as the 
case may be. Then the first tax is 20 per cent on then* income up to 
15 per cent, less their deductions, then it jumps to 25, 35, 45, and 60 
per cent. The existing law produces in round numbers $4,000,000,- 
000 from all the revenues of the Government. Congress is called 
upon to double up that amount and furnish $8,000,0CK),000 instead 
oi $4,000,000,000. Those rates must be raised. Of course, they 
must. Have you figured out in your judgment what rates this com- 
mittee ought to impose imder the circumstances to get $4,000,000,000 
in addition to the amoimt that will be raised under the existing law? 

Mr. Bebenson. Under the plan I suggest, or imder the excess-profits 
tax? 

Mr. Fobdney. I did not hear your plan. I came in a little late. 

Mr. Bebenson. I thought you referred to my plan. 

Mr. Fobdney. I asked if you had figured out a plan that you would 
suggest to the committee to raise this additional $4,000,000,000. 

Mr. Bebenson. My plan would be to substitute an income tax on 
business and then go ahead and levy your rates, and you can levy 
rates sufficient to raise the amoimt. 

Mr. Fobdney. How would you put it on the business ? 

Mr. Bebenson. I would start out with a 20 per cent income tax, 
the income on any business, whether it be an individual, partner- 
ship, or corporation, after allowing, say, 8 per cent of the net income 
of the business as exemption. 

Mr. Fobdney. Eight per cent of the capital ? 

Mr. Bebenson. Eight per cent of the income. 

Mr. Fobdney. Eight per cent of the income, earnings based on the 
capital invested ? 

Mr. Bebenson. No. 

Mr. Fobdney. Where would you land if you put it that way ? 

Mr. Bebenson. But the law as it stands to-day imposes a 6 per cent 
income tax on corporations without regard to their capital, and the 
law makes no discrimination whatever. 

Mr. Fobdney. That is really a minor tax of 6 per cent. 

Mr. Bebenson. But I have heard suggestions about increasing 
that tax, say, to 12 per cent, for the purpose of contributing to the 
$4,000,000,000 necessary. 
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Mr. FoRDNEY. Twelve per cent on their net income after deducting 
everything eke. I think it was the intention of this committee, 
when they passed that law, to have that normal tax deducted from 
the net income before the supertax applied, but the Commissioner of 
Internal Revenue put it right the reverse because he raised more 
money, I imagine. 

Mr. Berenson. Yes. 

Mr. FoRDNEY. How would you apply that normal income tax, 
take it first or last from any income ? 

Mr. Berenson. You mean the personal income tax ? 

Mr. FoRDNEY. The normal income tax on corporations. 

Mr. Berenson. Why, I would allow it first before levying the tax 
and 8 per cent deduction. 

Mr. FoRDNEY. Off the profits, instead of 8 per cent on the capital, 
8 per cent of the net earnings ? 

Mr. Berension. Yes. 

Mr. FoRDNEY. Then what would you do. ? 

Mr. Berenson. And then on the excess of what was left over.. 

Mr. FoRDNEY. No, your normal tax, if you had one. 

Mr. Berenson. Impose a 20 per cent rate. 

Mr. FoRDNEY. That isn't the normal tax. I am talking about the 
normal tax, 6 per cent on the corporation, then comes your excess- 
profits tax after that. 

Mr. Garner. He would do away with excess-profits tax entirely. 

Mr. FoRDNEY. And just put a straight normal tax ? 

Mr. Garner. A straight normal tax. After making the allowance 
be would put on 20 per cent, and then graduate the tax above that. 

Mr. FoRDNEY. In order to get away from what is termed excess- 
profits tax ? 

Mr. Berenson. In order to get away from the difficulties of it. 

Mr. FoRDNEY. Have you figured out how much money the Gov- 
ernment would raise on that plan ? 

Mr. Berenson. It seems to me the Government could raise as 
much as it wished. 

Mr. FoRDNEY. What it seems to you, my friend, and what might 
be the result, might be two things. Where did you get your statis- 
tics? 

Mr. Berenson. I haven't prepared any statistics. 

Mr. FoRDNEY. Then where would we get the amount of money that 
we require ? 

Mr. Berenson. Practically the entire income of the corporation or 
the businesses could be taken under this plan, and you could go ahead 
and impose your flat 20 per cent rate, and then your additional tax 
rates as high as you wished in order to get the $4,000,000,000 that you 
are looking for through the excess-profits tax this year. 

Mr. Fordney. Do you think that 8 per cent on the net profits would 
be more equitable than an 8 per cent deduction on the actual capital 
invested, do you think it womd be more just to the man in business ? 

Mr. Berenson. I think it would not be more equitable, no, but I 
think it would be ouite equitable, not quite as equitable as an 8 per 
cent on capital. My plan is purelj suggested for the piirpose of get- 
ting away from the difficulties which questions of capital nave raised 
this year. 
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Mr. FoRDXEY. Let me give you an illustration. Suppose there is 
a corporation with $1,000,000 capital, making $300,000 net profits 
under existing law. Their tax, we will say, under the present law, 
would be $70,000, and then on th^ remaining $230,000 there would 
be a tax imposed, graduated. Now, vour plan would leave $24,000 
instead of $70,000, wouldn't it ? 

Mr. Berensox. Yes. 

Mr. FoRDXEY. Do you think $24,000 exemption on a $1,000,000 
business would be a fair rate of income for the capital invested ? 

Mr. Berexson. My plan does not take away all the income of any 
corporation or of any business. Of course, tnere is a great deal of 
income left over for distribution. 

Mr. FoRDXEY. Suppose you made only $70,000 with $1,000,000 
capital. " You have got, according to your plan, $24,000 exemption, 
then you begin to tax that $46,000 very heavily. 

Mr. Berexsox. Yes. 

Mr. FoRDXEY. Do you think that would be equitable and just ( 
Do you know of any country in the world that has adopted a tax law 
of that kind ? 

Mr. Berexsox. We have done it in a form under the present law 
as it stands. 

Mr. FoRDXEY. Who are *'we"? 

Mr. Berexsox. The American Government. I can't get away 
from the case where the law now applies a 6 per cent income tax on 
corporations without regard to the amount of capital they have, 
whether they have $1,000,000 of capital earning $10,000 or $100,000 
and earning $200,000. 

Mr. Fordxey. The difference between your exemption and your 
tax is too great, my dear friend. One is a tax and the other is an 
exemption that you are talking about. The 6 per cent tax is upon 
the net income. . Now, you are talking about a deduction of 8 per 
cent on that income, instead of 8 per cent deduction on the capital 
invested. 

Mr. Garxer. I think, Joe, you are confusing the idea that he is 
going to do away with the excess profits. May I give an illustration 
of this part ? 

Mr. Fordxey. Sure. 

Mr. Garxer. Suppose a company with $100,000 makes 10 per cent. 
Under your plan that $10,000 profit you would allow them 6 per cent 
or 8 per cent, did you say ? 

Mr. Berexsox. Eight per cent. 

Mr. Garxer. You would allow on the $10,000, $800 exemption, 
and you would tax them on $9,200 at 20 per cent? 

Mr. Berexsox. Yes. 

Mr. Garxer. You would do away with the excess profits. Under 
the present law you would take 6 per cent of the $10,000, which wouM 
be $600, as a normal income tax, and then you would apply the excess- 
profits tax to that company and get very little money, and under 
your plan you could go down untU they had very little left for the 
stockholders. You would be taking away from that 25 per cent of 
that income, which was 10 per cent on tne capital stock. Whereas 
under the present plan you do not take that much money. I think 
the fallacy of your scheme is allowing the deduction of 8 per cent on 
the net profits and not taking into consideration the capital invested. 
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Mr. Berenson. Well, it is a better plan to travel along with the 
excess-profits tax as it stands to-day, but there have been so many 
difficulties with the question of detennining what is and what is not 
capital, and then in addition, the law as it is working to-day is that 
these concerns, all businesses to-day are piUng up their capitaliza- 
tion as far as they can do it so that they can get advantage of a big 
reduction rate. The practice is growing pretty vicious, but lawyers 
and accountants have advised every business concern to increase 
its capital. 

Mr. FoRDNEY. You can not pile up capital unless you use it in 
your business. The law does not permit you to do it without taxing 
it. What are you talking about? 

Mr. Berenson. I do not know anything in the law that pre- 
vents it. 

Mr. FoRDNEY. The law provides that if you do not distribute the 
money 

Mr. Berenson (interposing). Distribute the surplus. 

Mr. FoRDNEY (continuing). You must use it in the business, or 
call it surplus, and the law does permit you to put it in there and 
use it for the purpose of raising the capital. 

Mr. Berenson. That practice is going on, nevertheless. 

Mr. FoRDNEY. The law to-day is that you must pay'an additional 
10 per cent if it is not distributed. 

Mr. Green. If is is going on, we will make an additional effort to 
stop it. 

Mr. FoRDNEY. A corporation can. not increase its capital unless it 
has use for it in its business. What would they be doing with it if 
not using it in their business ? 

Mr. Berenson. So far as I know, the law has not applied the 15 
or 20 per cent penalty where it fails to distribute surplus. 

Mr. FoRDNEY. Wait a minute. Let me ask you : Suppose ii^ the 
business you had $400,000 capital and you want to mcrease to 
$800,000, what are you going to do with the $400,000 you put in? 
Just hold it as capital, letting it lay in the bank on which you are 
going to ask deduction ? 

Mr. Berenson. Businesses are employing it that do not need it, 
absolutely. 

Mr. FoRDNEY. If you use it in your business, you are permitted to 
do it; the law permits you to do it. 

Mr. Berenson. They are all making use of it. 

Mr. FoRDNEY. You can't have it and make your books jibe with 
the Government inspector unless you use it in your business. You 
can't get around the law in that way. 

Mr. Garner. I am afraid they have been doing it as he says. 

Mr. Hull. There is a difference between profits, isn't there, that 
may be retained in the business and put back in the business and 
which are subject to our tax laws, other profits which constitute 
capital in the business as distinguished fr©m taxable profits ? 

Mr. Berenson. Precisely. 

Mr. Hull. There is a little distinction there. 

Mr. Berenson. That is what I have attempted to point out. 

Mr. FoRDNEY. I did not mean to be sarcastic. 

Mr. Berenson. No. There are instances where a partnership con- 
cern has converted large quantities of securities which they have 
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held, their own personal securities, and have taken that money and 
put it into the business, Q'ddine to the capital. They employed it, but 
they really didn't need it. Tae banks are willing to loan these con- 
cerns money, but notwithstanding that they are doing away with the 
use of borrowed capital, and they are using these large deductions as 
invested capital. 

Mr. FoRDNEY. My dear, good friend, the ordinary returns on 
stocks and bonds produce a less rate of interest than the average 
business ran borrow money at the bank. I know because I am a 
money borrower. I never owned any bonds, but I know what rate 
of interest they are sold at. Therefore, I never would borrow from 
the bank if I had the money to do the business without borrowing, 
never in the world. I would not pay 6 per cent or 5 per cent for 
money to carry on my business if I had the cash on which I could not 
get more than 3 or 4 or 5 per cent by loaning. 

Mr. Berenson. Your practice of carrying on business is different 
from most businesses that I have run into. 

Mr. FoRDNEY. I never knew a man to loan money at 4i per cent 
and go to the bank and borrow it at 6 per cent, and I have been in 
business since I was a boy. 

Mr. Berenson. A great many men borrow money on securities at 
about the same rate that the securities pay. 

Mr. Fordney. The average man that would loan money at 4^ 
per cent and borrow money at 6 per cent, you would find him in the 
number of 140,000 who do not make money. 

Mr. Garner. You expect those fellows that borrow money at 
6 per cent to purchase liberty bonds ? 

Mr. Fordney. The purchase of liberty bonds is different alto- 
gether. Your patriotism, your desire to support your boy on the 
battle field, leads you to buy those bonds whetlier you have a penny 
or not. It is your duty to put up your money to support your Gov- 
ernment to carry on this war without making more profit. Every- 
bod;f does it. It is patriotism; it is an investment, but not a profit- 
able one. Everybody can loan money at a rate that the Government 
pays on Government bonds, and get good security. I have borrowed 
money to buy liberty bonds, and pay 6 per cent to buy them that 
will yield me only 4i per cent. Do you think I am doing it as an 
investment ? 

The Chairman. Any other gentleman have a question to ask ? 

Mr. Green. Just one suggestion. I will say with reference to the 
matter you spoke of in respect to the present tax bearing heavily 
upon the man who is engaged in busiaess in a comparatively small 
way, for my part I think that may well merit the serious considera- 
tion of the committee; in fact, the committea has considered it before, 
and will, no doubt, consider it again. We want to work it out fairly, 
and your suggestion comes along with others who have spoken alon| 
the same line, and also your suggestion with regard to borrowea 
capital. 

The Chairman. Have you any other remarks ? 

Mr. Bernson. No. 

The Chairman. We are very much obliged for your statement. 
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STATEMEITT OF MR. C. P. PETERSOIT, ATTORITET, OF IIIT- 
COLN, ITEBR., REPRESElTTIlSrG THE BAITKERS' LIFE IirSXJR- 
ANCE CO., OF NEBRASKA. 

The Chairman. Give your name and business and address, Mr. 
Peterson- 
Mr. Peterson. C. P. Peterson; Lincoln, Nebr.; attorney, repre- 
senting the Bankers' Life Insurance Co., of Nebraska. 

Mr. Chairman and gentlemen of the committee, I stated that I 
represent but one insurance company. I have observed in watching 
the proceedings of the committee that ordinarily the persons repre- 
sentmg the conamittee represented large groups, and I assume that 
under those conditions I am not justified in taking any great por- 
tion of the committee's time. I trust I appreciate fully the fact that 
your duties in framing revenue legislation is more important than the 
success or failure of any business or line of business. We are pre- 
senting a statement, not with the view of reducing our tax or reauc- 
ing our ratio of tax, but to get, if it will be possible, in the next reve- 
nue bill a more adequate definition of Federal taxation as applied 
to insurance companies. I should like, therefore, if I may, to analyze 
from our point oi view the elements of life insurance, with a view of 
pointing out the necessity for such definition. 

I know that the life-insurance business has been presented to your 
committee already by counsel for the American Association of Life 
Insurance Presidents — ^Mr. Hedges and Mr. Dunham, I believe. I 
have noted the brief which they have filed; I have noted the argu- 
ment which they presented, and which it wiU not be necessary for 
me to repeat, that life insurance is not in ^ condition to profit b;^ the 
condition of war. Life insurance is experiencing adverse conditions, 
a number of which were presented by counsel for the association, 
and one of which was not mentioned, I believe — an increased mor- 
tality, due not only to the men in the service, but I think every one 
is now beginning to recognize an increased mortality due to the strain 
and stress of the conditions of war and business. That mortality is, 
I think, felt by all the companies, and if war continues will be increas- 
inglv felt as we go along. 

Tne basis of investments of insurance companies is also operating 
adversely to the insurance business. Our company, with assets of 
$13,000,000 plus, has invested at the present time an excess of 
$1,000,000 in Government securities of 3^ to 4i per cent. Like a 
good many of the smaller companies, especially the western com- 

5)anijes, we nave imdertaken with the poUcyholders to accumulate our 
imds, our reserves, on the basis of interest compounded annually at 
4 per cent. With our investments on the present basis it does not 
require any argument to convince the conmiittee that our margin of 
profit is getting exceedingly narrow. , 

With reference to the excess-profits tax law, or, as I suppose it 
might have been properly called, the capital-earning tax law, a dis- 
pute has existed since the last enactment between the insurance 
companies and the Treasury Department, I think primarily due to 
the fact that the definition of invested capital which was framed by 
Congress in the last enactment was made generally for all corpora- 
tions, on the theory that invested capital was general in all business, 
failing, as it appears to me, to recognize that the ordinary business 
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enterprise makes its profit and gets its income from a capital turnover, 
whereas the insurance business does not represent a capital turnover, 
but accretion, on a predetermined basis, for poUcyholaers. 

I noted the amenament proposed by the counsel for the association 
as a suggested amendment for the new revenue bill. I indorse the 
position which was taken and also the principle of the amendment, 
with this exception, however: As I understand the proposed amend- 
ment, it incorporated into the definition of invested capital a new 
element of reserves required by law. 

I suggest to the committee that if that is incorporated into the 
regular definition for all invested capital, we are inciting new con- 
fusion with reference to other business enterprises. There are 
reserves required for other concerns than insurance companies. The 
definition is intended, and I think should be reserved, for a definition 
as applied to insurance companies. I would suggest, therefore, that 
instead of attempting an amendment to the dennition as applied to 
the ordinary mercantile enterprise, a separate and distinct definition 
for insurance companies, and except possibly the matter of surplus 
used in the business, which is now incorporated in the regular defini- 
tion. I do not know whether the committee would desire to have 
submitted any form of amendment; I do not know how the committee 
plans going ahead with the new revenue plan, whether it will be 
amendatory in form or entirely rewritten. If, however, such 
rewriting is to take place, I suggest as a definition of invested capital 
for insurance companies: 

1. Actual cash paid in. 

2. Actual cash value of tangible property paid in other than cash, 
subject to the same limitations ana payments other than cash as is 
found in the definition of invested capital for other corporations. 

3. All the reserves required by law. 

As to the income-tax principle there has been and still continues to 
be some dispute. There has oeen language in all of the income-tax 
legislation of Congress which has been subject to various interpreta- 
tions as applied to insurance, due to the same condition, I believe, of 
seeking to cover the insurance definition within the ordinary definition 
for mercantile enterprises. 

At this point I would like to suggest to the committee the distinc- 
tion or classification, perhaps, by the Treasury Department, dividing 
fife insurance companies into two classes, mutual companies and stock 
companies, as not being sound in principle. Mutuality of a life in- 
surance company does not depend upon the plan for its organization. 
It does depend upon the disposition of the receipts of the company 
or policyholder, in other words, it depends upon whether the dusi- 
ness the company writes is participating business or nonparticipat- 
ing business.' If there is to be any classification of insurance cona- 
panies for income tax it ought to follow th^-t line rather than the ordi- 
nary line of organization. The disposition of the receipts — two classes 
of receipts, premium income and earnings on reserve — determine the 
character of the business and the .mutuality of operation. It has 
been my privilege a number of times during the last few months to 
discuss with the Treasury Department Federal tax as applied to 
insurance. I believe the Treasury Department has sought at various 
times to strain the language of the acts passed heretofore with a view 
to imposing tax upon insurance companies, notwithstanding the fact 
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that the fundamental tenet of legislation is that it shall be construed 
against the taxing power and in favor of the taxpayer. This has 
come about; it seems to me, due to a conviction on the part of the 
officers of the Treasury Department that there exists and has ever 
been in the hands of the insurance companies large sums of money 
which should be reached and taxed in some form. 

It has been suggested, I believe, to the committee, and this will be 
further suggested to the conmiittee, that so far as means is concerned 
of increasmg the revenue to the Government, it ought to take the 
form of a premium tax. I beUeve that has already oeen suggested. 
I want to submit to the committee as definitely as I can that it is my 
conviction that that principle of taxation is wrong in principle ; that 
it is imjust, inequitable, and, for the present purposes, inexpedient. 
My reason for that is this: If John Smith has a policy of insurance 
of $5,000, and he pays an annual premium of $150, his payment of a 
premium, his payment of $150 paid over has already oeen subject 
to the payment of an income tax and ought not to be taxed again. 
It probably ought to be taxed more than it is and probably wm be 
taxed more than it is, but it ought not to be taxed twice. The pre- 
mium ought not to be taxed in the hands of the company after it is 
received, first, because the company is charged bj its contract to 
accumulate that fund for the benefit of the pohcyholder. I am 
speaking now of participating business. If John Smith has a reserve 
in the hands of the insurance company on his policy of $5,000 amount- 
ing to $1,000 and the company earns its net earning power for a year, 
he will receive on his earnings $40 — I mean the earnings on his re- 
serve. If, with that $40, his total income does not measure up to 
his exemption he ought not to be taxed on his earnings, or his savings 
in the hands of the insurance company. I say it is mexpedient, and 
for the present emergency, probably, the most potent reason it is in- 
expedient is because if it is taxed at all it ought to be taxed on the 
theory that it is being accumulated for the benefit of the individual 

olicyholder, and if it is to be included in any tax return it ought to 

e included in that tax return. 
If the committee deems it necessary, therefore, to have an addi- 
tional tax on insurance, I suggest the advisability of requiring of 
insurance companies that they determine the average rate of their 
earnings for the tax year; that the individual policyholder include 
as income in his return the earnings on his reserve in the hands of the 
insurance company, by applying to that reserve the earning rate of the 
company. If that be done the reserve which has been earned will 
be taxed in the ratio that the other income of the policyholder is 
taxed. In other words, if John Greenback has accumulated $1 ,000,000 
as reserves in the hands of insurance companies, and he is earning 
during the tax year on that reserve $40,000, and has other income, 
T^hich brings his gross income to the point where he will be taxed at 
the rate of 20, 30, or 40 per cent, the earnings on his premium reserve 
is taxed in the same ratio. I do not know — ^I am not able to submit 
the amount of additional revenue that that would create. I do not 
think it -vTould be possible to reach it without applying it in detail 
to the income-tax returns in the hands of the Treasury Department 
after the policyholders had been ascertained. 
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These three things, then, I am suggesting to the committee: 

First. A more definite definition of capital invested, for the pur- 
pose of the excess-profits tax law. 

Second. A more specific definition for the purpose of the income- 
tax law. 

Third. If the committee deems additional revenue necessary from 
the insurance business, that it be Ibrought about by the inclusion in 
the tax returns of the earnings on the premium reserves held and 
accumulated for the benefit of the individual policyholder. 

Mr. Hawley. Do you speak from the standpoint of the old-line 
coinpanies ? 

Mr. Peterson. Yes; from the point of the old-line company. 

Mr. Hawley. You spoke about the increased mortality, due to 
the present conditions. Do you know what that increase is? 

Mr. Peterson. It is not possible to determine the increase of the 
mortality from the normal until we have the war mortality segregated; 
that has not been done by any of the companies to date. 

Mr. Helvering. I want to ask you a question. You stated a 
moment ago that if a man had $5,000 insurance and paid an insurance 
premium of $150 a year, that it had already paid income tax; what 
did you mean ? 

Mr. Peterson. 1 mean the individual has no exemption of his 
income for the amoimt he is paying on his premium. The individual 
has already paid income tax on that, assuming that it is above his 
exemption. 

Mr. Helvering. Assuming he is paying an income tax at all ? 

Mr. Peterson. Yes, sir. 

Mr. Helvering. If he is a married man and earning less than 
$2,000 a year he doesn't pay any. 

Mr. Peterson. Yes; that is true. The way to reach that is to 
reach it by exemption of the man who carried insurance above the 
man who did not. 

The Chairman. We thank you for your statement, Mr. Peterson. 

STATEMEITT BY MR. F. W. A. VESPEE, OF ST. lOUIS, MO. 
PBESIDEITT OF THE ITATIOITAL AUTOMOBILE DEAIESS 
ASSOCIATION. 

Mr. Vesper. I represent the National Automobile Dealers of the 
United States as their president, and before presenting a brief I 
want to say that oui idea in appearing before you is not in order to 
object to a tax, but rather to suggest one that we feel will increase 
your pjresent income and not disturb whatever income you may now 
be deriving from an automobile tax, and purely from a dealer's stand- 
point, or rather the man who distributes the automobiles that the 
factories build. 

In appearing before you as representative of the automobile 
dealers of the United States, our desire is first to make plain the fact 
that we do not oppose any equitable tax on the automobile business 
wheie it is considered necessary to raise revenue or where it is for 
the purpose of having the industry bear its proper proportion of the 
expense of conducting the war, but rather to place before you what 
seems to us as an injustice, due to the mistaken classification under 
which the automobile has apparently been placed and its proper 
place in our national affairs has not been fully understood. 
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That the automobile has been one of the world's largest factors of 
development is apparent by the multitude of uses that the car is 
being put to, all of which, when taken into account, clearly demon- 
strates the designation ** pleasure car" a misnomer. Of all the cars 
built and sold, less than 20 per cent can properly be called purely 
pleasure vehicles and while in this classification might appear such 
types of cars as speedsters, broughams, town cars, etc., yet even these 
are used in a great measure not for recreation purposes only, but as 
in th<: instance of the closed car or town car, are usually used as the 
family vehicle and therefore come in for a share of utilitarian service. 
It is safe to sa^ that the larger proportion of the balance of passenger 
cars are combination cars which are being used in actual business 
pursuits part of the time and the balance of the time possibly the 
sani' as the spring wagon and the surrey of olden days for recreation 

f)urposes on Sundays and evening. A caieful canvass of almost aoy 
ocality will show that comparatively few automobiles of the latter 
type are being used exclusively for pleasure purposes and that in 
the combination, th.- actual service usage predominates. 

Nearly half of the moderate-priced cars are sold in what is known 
as the rural districts, and a large proportion direct to the farmer 
himself, who utilizes the car not as a pleasure vehicle but one for 
actual service purposes, and it is a fact easily demonstrated in rural 
districts that the automobile is responsible for the increased efiiciency 
of the farmer and the increase in his production, due to the fact 
that it has been a time saver for him, for before the advent of the 
automobile a trip to town meant a loss of practically the entire day, 
whereas by the use of the automobile it nas been shown that the 

freatest number of trips made to town are usually after working 
ours, in the evening, or at odd times. Not only this, but the 
farmer's ownership of an automobile has increased the trading 
radius of practically every town and village in the country and has 
been the factor of mcreasing the business of the merchants of these 
towns because the farmer visits his market oftener, due to the fact 
that before the automobile was generally used one living 10 or more 
miles from his market required practically the entire day to make 
the round trip with the team. During market times with an auto- 
mobile a farmer can make his market trips every day without the 
loss of time. This one fact alone would disprove the seemingly 
accepted idea that an automobile is a nonessential and as such is 
unnecessary in the plan of things at this time. 

The unnecessary use. of an automobile and the one used strictly 
for pleasure purposes can be determined by proper investigation 
and necessary regulation can be made to correct and reduce this use 
to a minimum, and the automobile dealers throughout the United 
States will be more than willing to cooperate in this direction to the 
fullest possible extent. 

The automobile business has become an industry so large in its 
proportions that it has built up around itself an organization of distri- 
bution probably second to no other industry in the coimtrv and as its 
sale and handling is similar to no other industry, it has had to develop 
a peculiar organization of its own, which in this coimtry is made up 
of over 28,000 establishments devoted to the sale and distribution of 
a,utomobiles. Of this number possibly 2,500 or 3,000 are located in 
what is known as automobile distributing centers, the dealers in 
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.which either sell cars to the residents of large cities or in addition 
thereto have jurisdiction over the distribution of cars in a large 
territory tributary. In addition to this there are approximately 
25,000 dealers located in the smaller cities and villages wnose business 
is almost entirely made up of the sale of cars in their surrounding 
neighborhood, the largest proportion of which goes into the rural and 
urban districts adjacent to them. These dealers have, owing to the 
peculiar requirements of the business, built or had built for them 
Duildings to meet their reqxiirements and as a result would, if imable 
to contmue the sale of automobiles, be placed in a position where they 
would be imable to utilize these properties without very expensive 
rearrangement. 

A majority of these dealers, possibly 85 per cent,' do not own the 
buildings but occupy them imder lease and m the building of them— 
a greater proportion being built to the dealers' specifications — Sloans 
have been contracted the payment of which depends upon the returns 
received and a serious disturbance of the business would endanger 
the safety of the investment. Besides this nearly, if not all of these 
buildings are built under special restrictions prescribed by law on 
account of the peculiar fire hazard ,of the business which by its own 
observance renders them imfit for any other line of business. 

It is a significant fact that there is no line of merchandise that will 
replace automobiles in the hands of a dealer. There is nothing now 
manufactured that can be taken into an automobile dealers' organiza- 
tion to be handled and sold by the same equipnaent; consequently it 
would mean practically the entire disorganization of the establish- 
ments of a large number of the 25,000 what might be termed small 
town dealers. 

There is no other business, we believe, where special equipment for 
the handling of sales and distribution is so necessary, nor is there any 
other business where some satisfactory addition or substitute can not 
be taken on where the prime business itself is curtailed, nor is there 
any other business where its special sales organization can not quickly 
be utilized in the handling oi other merchandise. 

Conservatively figuring eight people dependent to an estabhsh- 
ment gives approximately 200,000 people who are directly affected 
and aad to this a conservative estimate of 20 to the large city dis- 
tributing organization would make 50,000 more. This applies 
purely to the dealers or automobile sales organizations and does not 
take into consideration something like nearly 25,000 additional 
strictly garage owners, who are not actually sellers or handlers of 
automobJes, but are established for the purpose of maintenance, 
care, etc., nor does it take into consideration the strictly accessory 
dealer who is neither a garage man nor a seller of automobiles but 
who maintains an estabfishment for the purpose of selling and dis- 
tributing automobile supplies of various sorts. 

Therefore, an actual nardship would develop to the exclusive 
automobile dealer whose place of business has been built for the 
purpose and whose entire investment is represented in a building 
and organization constructed for the purpose of handling automo- 
biles and which is, in most cases, not practical for any other line of 
business, without a large expenditure for rearrangement. 

A substantial decrease in the efficiency and production of our 
farms is sure to result if the farmer can not supply himself with an 
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automobile if he requires it, not only because of the use the automo- 
bile has been in itself from an actual service standpoint but because 
it has been one of the greatest factors for keeping the boy on the 
farm that has ever developed. Careful investigation of any rural 
district will readily demonstrate th,e fact that where an automobile 
is owned by a farmer, his children are remaining with him longer, 
due to the fact that by its use they are enabled to enjoy some of the 
conveniences, the lack of which have in the past driven them to the 
cities. While this use of the car by the young people of the family 
of the farmer for trips to town and otherwise might easily be con- 
strued as a pleasure leature, yet the fact remains that it has resulted 
in actual conservation of man power on the farm. Besides this 
there is no question but what the efficiency of the farmer has been 
increased because in his use of the car, a certain recreation has been 
given him which can not help but have been beneficial to him mentally 
and physically. 

Nearly 2,000,000 of the automobiles now in use are owned by 
farmers. A careful investigation in any rural district will indicate 
that the largest proportion of these cars are a necessary part of a 
farmer's equipment, and in sparsely populated sections it is as much 
or even more necessary to a farmer. As an evidence of this fact the 
registration records snow that the strictly agricultural States have 
the largest per capita ownership of automobiles. Iowa and Ne- 
braska have 1 car to every 8 people ; South Dakota, 1 car for every 
10 people; Montana, on account of its distances, 1 car to every 11 
people; Kansas, North Dakota, Minnesota, and California, 1 car for 
every 12 people ; Arizona, also on account of its distances, 1 car to 
13 people; Michigan, 1 car to every 14 people; Indiana, Wisconsin, 
Colorado, Ohio, and Wyoming, 1 car to every 15 people. This 
evidence of car ownership increases gradually through the balance 
of the principal farming States at about the same ratio. It will be 
noted in the States mentioned above that there are practically no 
large cities, with the possible exception of California, Ohio, and 
Michigan. These figures, which are as of June 30, 1917, are clear 
evidence of the fact that the motor car is used more extensively for 
rural utilitarian purposes than for so-called pleasure purposes in 
arge cities. When the figures are available as of June 30, 1918, the 
proportion may change slightly; but if so, it is safe to assume that 
the change will be an increase in the farming States rather than the 
others. For your further information, a complete list of cars regis- 
tered, dealers by States, etc., I attach hereto a statement,^ prepared 
by Automotive industries, giving the fi.gures in detail. 

From the service point of view in cities, naturally comes the car 
used for business purposes during business hours, under which classifi- 
cation come cars used for light deUvery, by physicians, salesmen, 
solicitors, and dozens of other similar uses. Therefore, from an 
actual transportation standpoint it represents a tremendous usage 
from those citizens who live m suburban districts now so located that 
in many cases the only means of transportation is the automobile. 
The effect that the motor car has had on the expansion of cities, is at 
once apparent to everyone because without the motor car, many of 

1 Not printed. 
64059— IS— No. 17 5 
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these extensions would not have been possible. The increase of 
values of suburban properties is therefore almost due entirely to 
motor-car transportation. This also is responsible for the increase 
of farm values due to the fact that distance from the market or city 
is not now the factor that it was before the motor car was so uni- 
versally used. 

Take the evidence, for instance, of any practicing physician, es- 

f^ecially the general practioner in the moderate sized cities or country, 
n his work alone tne use of motor cars has increased his efficiency 
many times over, because of his ability to increase his zone of useful- 
ness and in rural districts particularly the doctor has been able to 
render quicker aid to hundreds of more cases than he was able to do 
in the days when he was obliged to serve them in the old way with 
a team. 

While I do not have the exact figures, yet I have been informed 
that there are nearly 150,000 doctors in the United States and it is 
safe to assmne that 95 per cent of them are owners and users of motor 
cars in actual service. This is only one of many of the strictly utili- 
tarian uses to which an automobile is put, but illustrating in no small 
way the feature of the automobile industry which is not generally 
taken into accoimt. 

As stated in the beginning, the automobile dealer does not object 
to the levy of an equitable tax for the purpose of raising revenue for 
the conduct of the war, but beUeves that any tax so levied that will 
stop or greatly curtail the manufacture and sale of automobiles will 
not only be unwise but unwarranted from a standpoint of the Nation's 
efficiency, and that any tax levy that will tend to handicap the pros- 
pective purchaser in buying an automobile or one that will under- 
mine the establishment of the dealer is not justified. We beheve 
that no patriotic dealer will object to paying any tax that is not out 
of proportion with other lines of business, nor that any owner of an 
automobile will object to paying a Federal license upon his car if it is 
levied as war measure. Merely as a basis for calculation in order to 
arrive at a possible revenue from a Federal Hcense or wheel-tax 
standpoint, the following schedule is presented as one which the 
dealers beheve will be an equitable one and will meet with no serious 
objection from any patriotic owner of a car. Take, for instance, a 
license fee of $5 on a car selling for $600 or less; $10 on a car selling for 
up to $1,100; $15 on a car selling for up to $2,000; $20 on a car sell- 
ing for up to $3,000; and $25 for a car selling for over $3,000. 

Mr. Green. Right there: Is that to be levied at the time of the 
sale or simply collected after it is sold ? 

Mr. Vesper. Our object there is and our thought that it should 
be collected at the time of the State license tax. 

Mr. Hawley. An annual affair ? 

Mr. Vesper. Yes, sir. 

Mr. Sloan. Annually? 

Mr. Vesper. Yes, sir; an annual hcense and not a tax. 

This would net an average of approximately $13 per automobile 
per year if figured on the average of the first four classes as those are 
greatly predominating in numbers. Multiply this by approximately 
5,000,000, which is the figure given as the number of automobiles now 
in use in the United States, and it will net $65,000,000. Add to this 
the cars to be produced during the coming season, and the amount 
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will of course increase in that proportion. This Ucense can easily be 
collected, as automobiles are registered by States and by cities, and 
in many cases counties, and can easily be collected at the time the 
State Ucenses are made returnable, and will therefore not seem to 
present any very great expense or any great difficulty of manipulation. 
A tax of this sort will not represent a hardship either upon the present 
owner of a car or a prospective purchaser. 

Causes already in force have had a tremendous effect upon the auto- 
raobile dealer's business, and one of the greatest has been the scarcity 
of labor, especially the expert labor necessary in the repairing and 
maintenance of motor cars, yet in spite of this fact the National Auto- 
mobile Dealers' Association has been vigorously carrying on a cam- 
paign for some months, which has been highly successful and has been 
extending as rapidly as possible, curtailnient in operation in every 
department where skilled labor is used, for the purpose of making 
available for the war purposes, mechanical help of all classes and it, 
is estimated that through its efforts at least one man per organization 
has been released to date, which means that by its own efforts upward 
of 25,000 skilled drivers and mechanics have become available for 
Army purposes or for work in plants where such help is necessary. 
A general closing of parages and service stations on Sundays, holidays, 
and at night will release a large number of mechanics but it will also 
reduce the earnings of the dealer who depends partly upon this branch 
of his business for his income. AJl.of this has oeen done willingly and 
voluntarily upon the suggestions made by a committee of dealers 
themselves, after carefulty investigating the dealers' business in an 
effort to determine what they could do to help the conservation 
program as originally outlined by the economy division of the War 
Industries Board. Steps have been taken that will extend this work 
to all garages, accessory houses, oil stations, and in fact every branch 
of the automobile business, on the theory that such volimtary curtail- 
ment is a war measure which will represent a substantial saving of 
man power and material. Therefore, within a short time, the auto- 
mobile dealer industry will be upon a strictly war basis, fully as rigid 
if not more so than that of any other industry and evidences the fact 
that the automobile dealer is willing to cheerfully do anything that 
he can to help the cause. 

Owing to the conditions confronting the factories whose product 
we sell and distribute, due to scarcity of labor, difficulty of trans- 

f)ortation, advance of prices and other factors of this sort, not the 
east of which is the fact that the automobile factories generally are 
doing a large proportion of war work, production has already auto- 
matically been greatly reduced. Therefore, any additional burden 
in the shape of taxation that will further curtail the manufacture of 
autom^obiles will place a tremendous hardship upon the automobile 
dealer. Especially is this true when the difficulty of delivery is 
considered. 

During the past winter and spring and continuing up to the present 
time nearly half of the cars manufactured have been deUvered to the 
various dealers and selling organizations upon their own power, thus 
reUnquishing freight equipment entirely, this even to the extent of 
upwards of 1,200 miles from the factory; as many driving deliveries 
were made as far away from the factories as Texas, most of the ship- 
ping done being to those dealers at points beyond the possibility of 
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self-delivery. As a further factor for the rehef of transportation, 
automobile dealers generally favor and are heartily supporting the 
rural motor express and return loads movement, and will probably 
be the biggest factors in its ultimate success, because with trie estab- 
hshments maintained in towns and villages through which these 
express lines pass the trucks in use for this purpose are assured of 
necessary mechanical attention wherever and whenever required. 

In presenting the situation from the automobile dealers' standpoint 
no attempt has been made to take into consideration and to cover 
the problem confronting the manufacturer himself, nor the disturb- 
ance that it will cause manufacturing organizations if a tax that will 
tend to curtail the manufacture and s«3e of passenger automobiles 
should be advocated, but is considered purely from the dealers' 
standpoint, who, by the very nature of his organization, is dependent 
absolutely upon the sale of a reasonable number of automobiles per 
year, to properly maintain his estabhshment and to keep himself 
and his family. Therefore, in considering the matter of automobile 
tax, it is hoped that the dealers^ standpoint will be carefully con- 
sidered and that no measure be advocated that will tend to handicap 
his business that he can not continue to operate, and also that due 
consideration will be given the fact that when he loses his source of 
revenue and livelihood, thus his ability to hold up his end in the 
purchase of bonds, donations to the many worthy causes that exist 
and his many other activities in this direction wiU be impossible: 
and also that as a class there is no bigger, broader, and more patriotic 
group of business men in the country nor one who will more cheer- 
fully help the Government in every possible emergency than the 
automobile dealer. 

Mr. Sterling. You say your suggestion will produce about 
$65,000,000 ? 

Mr. Vesper. Yes, sir. 

Mr. Sterling. How much does the tax under the present lav 
produce ? 

Mr. Vesper. As I understand, from October 4, last year, up to 
within a few days short of April 1 , making it a trifle under six months. 
it produced $15,000,000 and a fraction. 

Mr. Sterling. There have been about four ways suggested here 
for taxing automobiles. One was a tax on gasoUne and lubricating 
oil used m the automobiles that were not used for useful purposes, . 
commercial trucks, and the like ; another, a gross sales tax ; another, J 
a tax on chauffeurs; and, another, the Hcense tax. What do you 
think of some of these other propositions? 

Mr. Vesper. Well, a gasoline tax would be a tax on use. I don't 
know that there would be any serious objection to a gasohne tax, 
if it could be made operative. But so much of the gasoline is being 
used for other purposes, for pumping machines, and a great quantity 
of other purposes outside of automobiles, it is doubtful whether that 
could be made operative. 

Mr. Sterling. You think it would not be practicable ? 

Mr. Vesper. I think it would be a splendid way of raising revenue, 
and I think it would be one sure way of reaching automobUe ownei^. 

Mr. Sterling. I suppose you would prefer a gross sales tax ? 

Mr. Vesper. Yes, sir. 

Mr. Sterling. You represent the manufacturers? 
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Mr. Vesper. No; we represent the dealers purely. We have no 
interest in the taxing of the manufacturer at all. Our interest is 
purely from the dealer's standpoint. 

Mr. Sterling. Now, it might be necessary to impose all of those 
four forms of taxes; what would you think of that? • 

Mr. Vesper. Well, I would say for the automobile dealers and 
automobile owners generaUy that if it was necessary to impose all 
four of those taxes that they would pay it cheerfully. 

Mr. FoRDNEY. What tax, if any, on gasoline do you advocate ? 

Mr. Vesper. I do not advocate any. I have no means of suggesting 
a tax on gasoline. But if it is contemplated, a reasonable tax per 
gallon, and I have no figures to show the amount of gasoline used, so 
that I can not give you any figures on the revenue it would produce, 
and therefore I am not in position to advocate any particular amount 
on gasoline. But I am sure you would get $65,000,000 wheel tax, or 
rather a license, and I can't see, nor can the dealers in our discussions 
at our conventions, we have not been able to see why a Federal license 
was not entirely practicable. 

Mr. FoRDNEY. On the automobile in the hands of the individual ? 

Mr. Vesper. Yes, sir. 

Mr. FoRDNEY. Then you can tax any other personal property in 
the same way. 

Mr. Vesper. Not necessarily, because you do it in all States. You 
will have a State license; you will surely have a State license, and in 
some cases a county license. In those counties and States I don't 
know of any tax to offset any other type of personal property. 

Mr. FoRDNEY. Oh, yes; they tax personal property in many States. 

Mr. Vesper. I know, but they tax it under a particular tax. You 
also have to list an automobile under a personal-property tax, but in 
addition to that you pay an automobile license. 

Mr. FoRDNEY. Wouldn't the automobile owner have to pay it if 
they put a tax on the gross sales ? 

Mr. Vesper. I assume they would. 

Mr, FoRDNEY. They do now, don't they? 

Mr. Vesper. In some cases they do; in some cases the dealers 
absorb the tax; in other cases the tax is collected at the time of the 
sale. 

Mr. FoRDNEY. You are not advocating a gross sales tax. Most 
dealers now pass it on the purchaser. 

Mr. Vesper. I think quite a few do. I think quite a few absorb 
it; I think quite a few absorb it themselves. That may be particularly 
true in some communities where the competition is particularly keen, 
or where for some reason or another the cars are not moving as fast 
as they might; but I don't believe it would accomplish the result from 
a money-getting standpoint nearly as well as a Federal license, and 
I don't believe, also, that a Federal license will be objected to by any 
owners of cars to any great extent. 

Mr, LoNGWORTH. Can you cite the case of any standard car where 
the tax is paid by the manufacturer ? 

Mr, Vesper. I don't know that I can. 

Mr, LoNGWORTH, You can't, because there isn't any such. 

Mr. Vesper. Not, as a car, Mr. Ijongworth, but I can, I think, 
give some cases, and some of my committee here can give cases where 
the manufacturer absorbed it. No; we, as dealers, pay it. 
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Mr. LoNowoETH. You pay it to the manufacturer ? 

Mr. Vespee. Yes, sir. 

Mr. FoRDNEY. Do vou think the tax you recommend should be 
graduated, owing to tne age of a car ? 

Mr. Vesper. No, I don t think so; I think it should be a license, 
the same as the State license. 

Mr. FoRDNEY. Then you would tax a car that is 10 years old as 
much as you would one that is 1 yekr old ? 

Mr. Vesper. No; it has to have a stipulated value. In handling 
cars, there is a certain value on each car. 

Mr. FoRDNEY. Now, if you bought a new automobile and six weeks 
later sold it, you couldn't get more than 50 cents on the dollar from 
me or anybody else, could you ? 

Mr. Vesper. I would have to say that would depend on the car a 
good deal. 

Mr. FoRDNEY. That is usual with a dealer. A dealer usually in 
taking in a car wants to cut that price square in two. 

Mr. Vesper. He necessarily would have to do that. That happens 
to be one of the evils in the automobile business, growing out of the 
fact that the business just grew. If I may digress a little and say 
that the business as a business has absolutely no basis upon which 
to establish itself. There is no other similar business, due to the 
fact that its imit of sale is $684, and its price is usually cash, or bill 
of lading, and therefore there was nothing similar established upon 
which it could go; and, therefore, certain evils, that we consider 
evils in the trade, crept in, and one of the evils at that time was the 
taking in of a used car, and we contend there is no more reason for 
taking in a used car than there would be for taking in a used suit of 
clothes or a used piano, so far as business is concerned ; but it happens 
to be one of the usages of the trade that has developed, and it neces- 
sitates in many cases two sales for one profit, and therefore the 
allowance made must depend on the type of the car, in the fact that 
you have practically two overheads for one sale. 

Mr. Fordney. I am not criticizing the dealer. Let me ask you 
this: Some gentleman awhile ago in this committee advocated a tax 
on gasoline of 25 cents a. gallon, not including gasoline used in com- 
mercial trucks. Have you any idea how any track could be kept of 
the gasoline used in a pleasure car aside from that used in the trucks 
and unpose a tax in that way if that kind of tax were to be imposed ? 

Mr. vesper. I have no idea, unless it was collected at the time of 
the sale. 

Mr. Fordney. It would be a very difficult problem, wouldnH ill 

Mr. Vesper. Yes, sir; it would he a very difficult problem. I 
think you would have another difficult problem from the facts 
which I have tried to bring out. If you will take into consideration 
the number of cars in use, and the fact that a number of those are 
a combination car of pleasure and business, much as the old democrat 
wagon was years ago — the old wagon was used all the week for 
business and would be used for pleasure on Sundays. That was the 
kind of business that I was in years ago. And we find now a number 
of automobiles used in the same way — except those in the larger cities, 
they are actually used as a combination vehicle. 

Mr. Fordney. It seems to me that it would be impossible to keep 
track of the gasoline used unless all gasoline used should have a like 
tax, whether used in a commercial truck or in a private car. 
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Mr. Vesper. I confess I don't see how you would keep track of it, 
because of the multitude of uses the combustion engine is put to, 
and the fact that the farmer uses it in his sawing outfit, and in his 
tractor outfit, and in his pumping outfit, and a multitude of uses. 
I don't see how you could arrive at the amount of gasoline he was 
using in his automobile. 

Mr. FoRDNEY. I can't see any practical way, but I thought you, 
being an automobile dealer, might know; I wanted to ask you. 

Mr. LoNGWORTH. I want to ask you one more question about the 
tax on cars. You say there are a number of cases where the dealer 
absorbs it ? 

Mr. Vesper. I think there are a number of dealers. I don't think 
there is any particular line of cars or makes of cars, but I know it is a 
fact that many of our dealers absorb the tax in the transaction of 
their business. 

Mr. Long WORTH. You say it never is the case with the manu- 
facturer? 

Mr. Vesper. I don't say it never is; I don't know that it is. I 
don't know whether the manufacturer absorbs it himself in any case. 
I know in a great many cases the dealer pays it. I know we pay it. 

Mr. LoNGWORTH. What kind of cars do you handle ? 

Mr. Vesper. The Buick. 

Mr. LoNGWORTH. What is the dealer's price on the Buick? 

Mr. Vesper. They run from $790 to $1,200. 

Mr. LoNGWORTH. The tax, then, is $36? 

Mr. Vesper. Approximately. 

Mr. LoNGWORTH. And you pay the manufacturer $36 for the tax? 

Mr. Vesper. Yes, sir. 

Mr. LoNGWORTH. And then you don't charge it in ? 

Mr. Vesper. Yes; we do. 

Mr. LoNGWORTH. I just asked you, and you said you didn't. 

Mr. Vesper. I said some dealers on some lines of cars do not. I 
did not say we absorbed it. But in some cases some dealers do 
absorb it; some retail dealers absorb it, just the same as some 
dealers absorb the freight, although the cars are sold on the basis of 
factory delivery, but tnere are some cases where the dealer absorbs 
the freight, or a part of it. 

Mr. LoNGWORTH. What do you pay the manufacturer of the Buick 
car for a car that sells for $1,200 ? 

Mr. Vesper. I can't tell you right off hand, but it is practicaDy 25 
per cent discount; I think tney wul average 20 per cent m most cases. 

Mr. LoNGWORTH. Well, even if you did absorb the tax, it is only 
3 per cent; it is rather insignificant, isn't it? 

Mr. Vesper. We are not advocating the removal of that tax, Mr. 
Longworth. We are perfectly willing that should continue. That 
isn't the theory; the theory is not the elimination of that tax by any 
maimer of means. There is no reasonable objection to a tax of that 
sort, and the dealer would have no objection if he had to pay the 
tax, but we advocate that it is not equitable to tax against the pur- 
chase of a new car and not avail ourselves of getting additional reve- 
nue from the cars already in use. 

Mr. Longworth. You would have no objection to a slight increase 
in the tax, would you ? 



1246 REVENUE BILL. 

Mr. Vesper. Why, no; I don't think there would be any objection 
to a slight increase in the tax if it was necessary as a war measure, 
and I don't think vou will find anv criticism from any source on ac- 
count of a Federal license tax. 

Mr. LoNGWORTH. I am very glad to hear you say that, because last 
year we were assured it was going to ruin the automobile business. 
But the tax was so small that it was not viewed really as a tax; it 
was so insignificant. 

Mr. Helverixg. You say we got $15,000,000 on the automobile 
tax ? 

Mr. Vesper. The figures were $15,400,000, I believe; I have the 
figures here. 

Mr. Helvering. You say under this scheme of yours we may get 
$65,000,000 additional ? 

Mr. Vesper. Yes, sir. 

Mr. Helvering. And you think both taxes should be levied ? 

Mr. Vesper. Yes, sir. 

Mr. Helvering. And, if necessarv, a slight increase on the present 
tax? 

Mr. Vesper. Yes, sir; we do not object to a slight increase on the 
present tax. As automobile dealers we do not object to any tax you 
think necessary; but the thought we want to convey is that we do 
not believe, as some of the statements we read in the paper would 
suggest, that it would almost amount to a curtailing of the industry 
by reason of an excess tax, because the placing of an excess tax would 
reduce the amount of the buying, because the man who would have 
to pav 15 or 20 per cent on the purchase of a car would not buy it, 
and that would have a very marked effect on the business as a whole. 

Mr. FoRDNEY. How inanv months were included in the time that 
those $15,000,000 were collected ? The impression will go out in your 
remark that it was for a year. 

Mr. Vesper. No * I tried to say a moment ago, from the 4th of 
October, which I tnink was the date, and about to April, making it 
two or three days short of six months, the figures which I have here, 
which I understand are correct, $15,200,000. 

Mr. Long WORTH. Where did you get the figures for the year ? 

Mr. Vesper. I haven^t it for the year; six months. 

Mr. LoNGWORTH. That is six months ? 

Mr. Vesper. Yes, sir; $15,000,000 for the time lacking about four 
days of six months, and doubling that that would be $30,000,000 for 
the year. There is an increase in April, May, and June, but there 
will be a decrease during a part of the year. 

The Chairman. $32,000,000 is the amount estimated for the auto- 
mobile tax. 

Mr. Vesper. Well, $32,000,000. We do not say these figures sug- 
gested in the license are just what they might be, but basing them 
even on a small license fee of that size it would produce $65,000,000. 

Mr. Sterling. Both of them would produce $100,000,000? 

Mr. VEePER. Yes, sir; easily that, I should say. 
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STATEMENT OF MB. GRANT CABPENTEB, OF LOS ANGELES, 
CAL.. ASSISTANT SECRETARY OF THE MOTION-PICTURE 
SERVICE ASSOCIATION. 

Mr. Carpenter. I appear before your committee as the representa- 
tive of the Motion-Picture War Service Association, an organization 
formed primarily for the purpose of unifying and concentrating the 
patriotic work of the 175,000 people employed in the motion-picture 
Dusiness. It includes in its membersnip persons engaged in all 
branches of the industry — -producing, distributing, and exhibiting. 
Particularly, however, do I represent a class that heretofore has 
never had a hearing — the workers in the artistic branch of the busi- 
ness — production, which include the small, independent producers, 
the actors, directors, authors, editors, photographers, and laboratory 
operators of southern California, where 75 per cent of all motion 
pictures in this country are made. 

Among the officers of this association are David Wark Griffith 
(chairman). Mack Sennett, S. E. V. Taylor, Cecil De Mille, Mary 
Pickford, Charles ChapUn, Lois Weber, Douglas Fairbanks, W. S. 
Hart, Jesse L. Lasky, Marguerite Clark, and William Fox. 

In order that there may be no misunderstanding of our purpose in 
this hearing we state positively and unequivocally that we neither 
urge nor desire any reduction in the income tax. The members of 
our association are not only willing, but eagar, to bear their full share 
of the burdens of the war, and they consider it a privilege to serve 
our country in this crisis. We ask merely the opportunity to call to 
the attention of this committee of the existing tax law, and some of 
the results that will flow from a material increase of the present rates. 

The minds of the people of this country generally have been so 
concentrated upon patriotic work that the question as to who has 
given the most has scarcely been considered. But, we believe we 
discern some inequaUties and inequities in the tax law such as are 
usually found in every hastily-drafted emergency measure, which 
may be easily and readily readjusted by the legislation now contem- 
plated and which will equaUze the burdens which must be borne. 

Especially do we ask for a heavier tax on unearned income than 
upon earned income, adopting as a definition of '^earned income^' 
the plu-aseology of the EngUsh law as follows : 

Income arising in respect of remuneration from any oflSce or employment of profit 
or in respect of any pension or compensation given in respect to past services of the 
individual, or of the husband or parent of the individual in any office or employment 
of profit, and income derived from the exercise of a profession, trade, or vocation. 

Income derived from any other source, therefore, shall be deemed 
'^unearned.'' This definition is obviously based upon a recognized 
distinction between tangible and intangible capital, and income de- 
rived from accumulated wealth, and that derived from cumulative 
effort. Permit us at this time to draw a comparison between the 
individual who derives his income from his art, and the individual 
who derives his income from dividends on investments. I have in 
mind a woman in one of the arts who began only last year, after many 
years of poorly paid apprenticeshipj, to earn large sums of money. 
Her intangible capital is the experience and the knowledge of her 
art she has accumulated,- and upon which she has only begun to 
realize. 
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The tax, as now applied, takes almost half of her earnings. In the 
nature of her business she can not expect, under the most favorable 
conditions, to enjoy the popularity tnat brings her this income for 
more than a few years — ^five at the outside — and the hazards and risks 
of her employment — ^a brief illness or a scar on the face may end her 
earning power at any moment for all time. During that period she 
may be taxed anywnere from 25 per cent to 60 per cent of all the 
earnings of a lifetmie, and at the end of it her capital is gone. 

On the other hand, take a man with a similar income derived 
from dividends. This man's income would not be taxable at all under 
the excess profits law, nor would he pay any normal income tax ; so 
that, when the war is over, and the tax removed, this individual's 
capital would be imimpaired, and he would perhaps enjoy a larger 
income on the increased valuation of his property through no effort 
of his own. 

Mr. Moore. Will 3^ou pardon mo at that point ? Twice, and per- 
haps more than twice, you have referred to the fact that revenue 
derived by actors and actresses, those for whom you speak, have 
no reference to the war; isn't it a fact that the moving-picture show& 
have been doing a larger business generally since the war began than 
prior thereto ? 

Mr. Carpenter. No, sir; it is a fact that the industry as a whole 
has suffered a depression; many theaters have closed aU over the 
country. And I know, on the production in Los Angeles, where 75 
per cent of the pictures are produced, the production has been largely 
decreased, and the salaries have been cut, and the falling off of busi- 
ness has impaired the earnings of the artists and actors. 

Mr. Moore. Well, we get a good many rumors here in Washington 
about the large incomes of some of the artists and actors and actresses 
to whom you have referred; their names are household words, so 
that it is not necessary to name them now. It is said that some of 
them have invested very heavily in liberty bonds, which was patri- 
otic, but the rumor is that they earn very large incomes. Take 
Charlie Chaplin, a very amusing and interesting fellow; we hear that 
his income is very large. If you take his case and put it alongside of 
that of the shipyard worker, I question whether your argument in 
his behalf would hold, or if you put his earning capacity and ability 
to hold what he earns against tnat of the man wno has capital in- 
vested equal to his earnings, I also question whether your argument 
would hold. I thought possibly you might want to dwell on that 
feature. When he invests $100,000 or, say, $300,000 in liberty bonds, 
he has a capital that would sustain an ordinary man all his life, al- 
though you have indicated that an actor might be cut short in his 
career by a scar on the face or some sickness that would stop his 
earning power. If one of your actors or actresses can make enough 
in one or two years, arising from their intense popularity and the 
demand of the public for their services, wouldn't they be better oflF 
in the long run than the average business man who had capital 
invested equal to their earnings, who had invested it and was risking 
it in his investment ? 

Mr. Carpenter. I was coining to that a little later on. In these 
cases you cite the reports of the amounts received by moving-picture 
actors has been greatly exa^erated. 

Mr. Moore. It may have oeen. 
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Mr. Carpenter. It has been. , 

Mr. Fairchild. Mv information is that Mary Pickford has $500,000 
or $600,000 a year; that Douglas Fairbanks and Charlie Chaplin have 
almost an equal amoimt; that there are others that get all the way 
down to $150,000 a year, and down, for instance, to $25,000 a year, 
and I suppose on down. But I say my information is good that the 
income of one of your stars was $600,000 last year. 

Mr. Carpenter. I only know of one star in the motion-picture 
business whose income is over $500,000 a year, and there may oe one 
other approaching very close to it; that there may be a few — another 
one or two — that may be $200,000. And from there there is a big 
drop. It is only the distinction — the unusual distinction of popu- 
larity gained by the few — they are very, very exceptional. Out of 
about 35,000 people engaged m the production of motion pictures 
there are 4, or you may say, there are a dozen, or 20, or 30, out of the 
35,000, who have made big salaries or big earnings. Their success is 
what has stimulated the others to go into the business; but it is like 
the business of the stage, and those high salaries that are paid or high 
earning are due very largely to the fact of the brief activity of their 
professional career. 

Mr. LoNGWORTH. In that connection, I absolutely agree with 
you 

Mr. Carpenter. Thank you, sir. 

Mr. LoNGWORTH (continuing). That the unearned income should 
pay a higher tax than earned income. I have been making that 
speech for many years. 

Mr. Carpenter. I may have unconsciously gotten it from you. 

Mr. LoNGWORTH. I assume that the income which you referred to 
is not Miss Pickford ? 

Mr. Carpenter. I didn't say. 

Mr. LoNGWORTH. No; you said a while ago a lady that just had 
come into the fullness of her income should not be taxed as heavily 
as a man who had invested in bonds. I assume, I say, that was not 
Miss Pickford ? 

Mr. Carpenter. I did not say, Mr. Longworth. 

Mr. Ix)NGWorth. The reason I ask you that is this: I have great 
hopes, in fact I have confidence, that the present revenue law will 
make a distinction between unearned and earned income. You 
quote the British law; the British law only makes a distinction 
between unearned and earned incomes up to $12,500 a year. After 
that, the revenue law is the same. Would you advocate that we 
should go higher in that distinction ? 

Mr. Carpenter. I have not reflected on that; in fact, I have had 
verv little opportunity to give any of this subject deep consideration, 
and I feel I owt^ an apology to the committee for appearing here at all. 

Mr. Longworth. The reason I say that, the actors under the 
English system would receive no benefit, because the distinction 
only runs to $12,500; the lady you refer to, is her income over 
$12,500? 

Mr. Carpenter. Oh, yes; much over. I call your attention to the 
fact that under the English law she would not be affected. I only 
went so far as to quote the Enghsh definition; as to the limits, I have 
nothing to suggest. 
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Mr. LoNGWORTH. In the English law, starting at the lower incomes, 
along about $2,500 a year, they make a distinction in favor of the 
earned income of something like 30 per cent — ^that is to say, on an 
income of $2,500 a year. An income of $2,500 a year, if earned, is 
taxed only about two-thirds of what an income of $2,500 a year is if 
unearned, and that difference continues up to and including incomes 
of $12,500 a year, but thereafter the tax is the same on all incomes. 

Mr. Carpenter. An excess-profits tax ? 

Mr. LoNGWORTH. No; there isn't an excess-profits tax; that is the 
most iniquitous thing in the whole business. There is no excuse for 
that. I am speaking of the income tax now. I have every hope that 
the excess-profits tax as applying to professional incomes will be 
repealed entirely, and that the distinction will be carried to unearned 
instead of earned incomes; but I want to call your attention to the 
fact that the higher-priced actors and actresses would not be bene- 
fited under the English system, and therefore I wanted to know how 
far you thought we ought to carry the distinction between earned and 
unearned income. 

Mr. Carpenter. That would require more consideration than I 
have been able to give this subject on a hastv trip across the country, 
leaving Los Angeles on an hour's notice and amving here this after- 
noon at 2.15. 

Mr. LoNGWORTH. We would be glad if you would let us know. 

Mr. Carpenter. There are so many incomes that start suddenly 
along artistic lines; if an author becomes popular and distinguishes 
himself and earns $1,000,000 on a single book, he has served a long 
apprenticeship, and this intangible property has finally begun to 
yield a large income; now, why should he be taxed half of it? The 
man whose earnings are accumulating more and more, and whose 
efforts come to fruition gradually, should he be taxed more? His in- 
come does not come in a brief period, in a crisis like this, where he is 
taxed all at once. It is just an accident, a chance, if this man who 
has this intangible property suddenly has a large income. 

Mr. Moore. In order to be fair and not pick out these higher 
priced artists altogether, who are you speaking for? 

Mr. Carpenter. I represent nearly all the people in the production 
end of the business in Los Angeles. 

Mr. Moore. Where you said 75 per cent of the business is done? 

Mr. Carpenter. Yes; about 75 per cent. 

Mr. Moore. About how many people do you think you speak for 
engaged in the industry? 

Mr. Carpenter. I couldn't say. 

Mr. Moore. Because you take into consideration those who pro- 
duce the films, those who produce the stage effects, I suppose, as well 
as the artists themselves? 

Mr. Carpenter. The performers and the photographers, the 
camera men, who are just as essential in transferring dramatic action 
to the screen as are the authors. 

Mr. Moore. You include the mobs and others who appear on the 
screen? 

Mr. Carpenter. I don't think any of the mobs would pay income 
tax. 

Mr. Moore. I am using that in a professional sense, the large 
number of people; you speak for them as well as for the Pickfords 
and the Fairbanks? 
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Mr. Carpenter. I speak generally for the people >vho appear in 
the making of the picture, and I feel there is a little inequality in the 
production end of the business. 

Mr. Moore. But chiefly, I assume, as they would be more directly 
affected than the others, the high-priced officers of the association? 

Mr. Carpenter. They are officers of the association I represent. 

Mr. Moore. You named them, I think, in your statement ? 

Mr. Carpenter. Yes, sir. 

Mr. Treadway. I understood you to say 75 per cent of all the 
pictures were produced in Los Angeles ? 

Mr. Carpenter. Yes; although there are no e'xact figures on it. 

Mr. Treadway. By how many firms ? 

Mr. Carpenter. I canH say that; somewhere between 10 and 25 
big studios are there, and then a great number of small individual 
producers. 

Mr. Treadway. Are these big studios rival concerns ? 

Mr. Carpenter. Yes, sir. 

Mr. Treadway. How many large companies, in other words, 
would you say are located in Los Angeles, where 75 per cent of the 
pictures are made ? 

Mr. Carpenter. All the large companies have studios there. 

Mr. Treadway. How many are there ? 

Mr. Carpenter. I haven't the figures on that. They are so mixed. 
You see, a company like the Universal Co., there are subsidiary pro- 
ducers; take the Lasky Co., the Artocraft, and the Paramount, and 
others; they are so interconnected, I don't know. 

Mr. Treadway. In the course of your description you named four 
large companies ? 

Mr. Carpenter. Yes, sir. 

Mr. Treadway. Are the others as large as the Universal ? 

Mr. Carpenter. No; I think the Universal and Lasky are the two 
largest operating there. 

Mr. Treadway. And then you spoke of this association you rep- 
resent being a patriotic association; that title does not appear. 

Mr. Carpenter. Primarily, it is a war service association. 

Mr. Treadway. War service, what is meant by that? 

Mr. Carpenter. It is a newly organized association; the member- 
ship has been pouring in from different parts of the country; it aims 
to take in all persons — already they have organized a woman's com- 
mittee in every studio; every person in there, or every individual 
who is idle a moment, could be doing something toward Red Cross 
work or salvage work. And, another thing, they are raising funds for 
the erection of a hospital for the use of the United States Govern- 
ment. At their first meeting they raised $31,000 for that fund; at 
the first preUminary mass meeting they raised that much of the 
fund. They have offered their servi'ces, and it has been eagerly 
accepted by those having in charge the raising of the various funds 
for war work, and the sale of liberty bonds. These people have 
been rendering this service, and the service they give is rendered as 
individuals. They thought, by organizing and concentrating, they 
could render much more service to the Government, and that was 
the primary purpose of the organization. And the second was to 
do those things which would benefit the industry as a whole, and 
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then benefit the individual members of the association. They expect 
to provide for the moving-picture people who go to the front. 

Mr, Treadway. Have you had any experience in the actual pro- 
duction of war pictures ? 

Mr. Carpenter. No; no experience, except to watch them. 

Mr. Treadway. You mean you have watched them ? 

Mr. Carpenter. Yes; I have seen them. 

Mr. Treadway. On the coast ? 

Mr. Carpenter. Yes, sir. 

Mr. Treadway. By whom are those pictures produced ? 

Mr. Carpenter. I think all the companies there produce what is 
termed in the business war pictures. 

Mr. Treadway. That is, sort of an allegory; not historical facts? 

Mr. Carpenter. No; the picture's do not pretend to be historical 
, facts. 

Mr. Treadway. I mean by that, pictures actually taken at the 
front, and among the war industries ? 

Mr. Carpenter. The pictures actually taken at the front were 
taken by Mr. Griffith. The pictures were taken by Mr. Griffith and 
his camera man at the front. 

Mr. Treadway. What company is he connected with ? 

Mr. Carpenter. He has his own individual company, the D. W. 
Griffith Co. 

Mr. Treadway. Has the Pathe Co. a studio there at Los Angeles ? 

Mr. Carpenter. They have, but I imderstand they have suspended 
all operations except serials. The star they have had has organized 
his own company, and is his own producer. 

Mr. Green. Either I did not understand you correctly or you do 
not understand the law correctly. I understood you to say you had 
no objections to the income tax? 

Mr. Carpenter. We have not, as it now stands. 

Mr. Green. Then how do you object to the tax of 50 per cent on 
these people ? The only other tax tliey would be liable to is, if they 
have above $6,000, a tax at 8 per cent? 

Mr. Carpenter. We are not objecting to the tax as it stands, and 
we want a distinction drawn between earned and imeamed income. 

Mr. Green. That 8 per cent tax was the one, I assume, Mr. Long- 
worth referred to, ana expressed his strong disapproval relative to; 
but it does not take any large percentage of the mcome. The other 
tax which these people have to pay is simply the income tax which 
everybody has to pay, and which, I understand you, you are not 
objecting to at all. So, as a matter of fact, it is this 8 per cent 

Mr. Carpenter (interrupting). The excess-profits tax. 

Mr. Green. The 8 per cent. 

Mr. Carpenter. Yes, sir. 

Mr. Green. Suppose we should add that tax to incomes generally; 
do your people have any objection to it, then, if we make it imiversal? 

Mr. Carpenter. I don't think the people I represent would have any 
objection to placing an excess-profits tax where they think it belongs — 
upon those who are making profits from the war on account of the war; 
they are not objecting to that. 

Mr. Green. Let us not trouble ourselves about names, because 
names do not bring us in any revenue, and that is what we are 
asking with relation to the 8 per cent tax on incomes. Now, as to 
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earned income above $6,000, and to provide for unearned income; 
now, if that was equalized by putting a laiger tax on imeamed 
income, so that the people having the unearned income would be 
taxed the same, would you then object to the tax ? 

Mr. Carpenter. I don^t exactly understand you. I have tried to 
crystallize here the opinions of the people I represent, hastily gathered, 
because we had so very little time. 

Mr. Green. I will try to make myself clear. What the committe is 
seeking in the first place is more revenue, if possible. Now, where it is 
plain that one class of people are paying more than they should in 
comparison with others, and thus we find that that particular class 
is assuming an imdue burden perhaps, we are very much inchned to 
see if we can not raise this other class to equahze, instead of taking 
off any of the tax. 

Mr. Carpenter. I imderstand you, sir. 

Mr. Green. Now, as Mr. Longworth says, there has been a good 
deal of complaint because unearned incomes are not taxed as much 
in certain instances as earned incomes. Now, suppose, instead of 
taking the tax off the earned income, we should sunply add some 
more to the tax on the unearned income, and thereby help the reve- 
nues of the Government, instead of reducing revenues by taking it 
off on the earned income. The task of the committee is to get more 
money, if possible, and we are somewhat inclined to look upon 
people who get salaries of half a million dollars a year and upward 
as getting rather easy money. 

Mr. Fairchild. Mr. Carpenter, I was in Los Angeles recentlv, and 
I was amazed at the development of the moving-pictm-e industry. 
I visited all the studios, and talked with the people, and I think Los 
Angeles has a development along this line larger than any other city 
in the country. And it is for that reason that I am somewhat sur- 
prised, in view of the immense interests there, that the people should 
complain of the taxation when there is money to be raised for the 
Government. 

Mr. Carpenter. Well, I am not here to represent the picture 
manufacturer in the motion-picture business. I do not represent 
them. I presume that they have had their representative here, and 
that you have heard from them. The people I represent, as I stated 
in the beginning, are the people — ^the artistic element of the business, 
the actors and the camera men, and the performers, and the direc- 
tors, the small producer, the director who has made a success 
directing a picture, and who wishes to get in on a larger scale and 

foes into tne production end; those are the people I represent, 
fow, as to the easy money. It does seem to the ordinary man like 
very easy money, but it is onlv for the few ; it goes to the very few 
that have the easy .money. Charlie Chaplin, whose name was men- 
tioned here, was taken to the music halls by his father when he was 
a child, and he suffered all the privations up to a very short time ago, 
and served a long apprenticeship. 

Mr. Green. On, my dear sir, can't we find many other professions, 
lawyers, doctors, and others, those who have gone through privations 
in the early years of their profession ? Do you want the committee 
to solve distinctions of that kind ? 

Mr. Moore. If Mr. Green will allow me, I was going to suggest that 
we heard the same sort of an argument concerning John D. Rocke- 
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feller. I do not want to take advantage of you because you have 
made a strong and interesting argument, but the concentration of 
capital in the hands of a few men has been referred to before this 
commit tee; and the concentration of artists and the ability to reach 
others in the profession would be probably a parallel case. Now, I 
understand that you are opposing the application of the excess- 
profits tax to salaries, in which Mr. Longworth has indicated he 
agrees with you. Would you object, or do you believe, the profes- 
sion which you represent would object, if there should be a release 
of the excess-pronts tax so far as salaries are concerned, that the 
income tax should be increased so as to meet so far as that propor- 
tion would help out the exigencies of the Government. 

Mr. Carpenter. I can^t say as to that. I think that the people 
I represent want to do whatever is right and fair. 

Mr. Moore. I believe that. 

Mr. (^ARPEXTER. And they want to bear whatever is their share of 
the burden, and not more. Xnd, in the final analysis, that is what the 
committee will have to decide. 

Mr. Moore. I believe that, thoroughly, and the representatives of 
the moving pictures have been here, and they have spoken with 
equal evidence of patriotism, and they are wilhng to be t^^xed, and 
we have admitted, most of us, I think, that the moving picture 
industry, and the moving-picture artists, have done wonders to con- 
tribute to the success of the various war funds. Now, the President 
has issued a call for $24,000,000,000 and the Secretary of the Treasury 
has said, speaking for him, that we must raise approximately $8,000,- 
000,000 of that by taxation; we must go into the pockets of the 
moving-picture actors and artists, and others, and raise twice as 
much by taxation as we did last year. And the problem we have is 
raising more, and without any changes, lowering the tax unless we 
have been properly charged with inequality. I state this to you in 
all fairness, because I know that you come here in good faith. 

Mr. Carpenter. All that we are maintaining here is the question 
of the capital proposition and capital principle; and we beheve that 
unearned income should be distinguished and differentiated from 
earned incomes. 

Mr. Moore. I think you have made that point clear, and many 
members of the committee agree with you. But let us see; this is 
not demagogic, I hope. If a man earns $500,000 a year, whether he 
is a United States Steel Corporation man or a powder man, or a mu- 
nition manufacturer, or a moving-picture man, or a moving-picture 
actor, he can't, from my point of view, escape his share of the tax 
which we must impose; that $500,000 man or woman is mighty con- 
spicuous just now; it may be his misfortime to be so, but the proba- 
bility is that he must give such an amoimt out of his income for 1919 
which will be just about twice as much as he gave in 1918. Now, 
the question is, How can we best do that without interfering with the 
profession or with business? 

Mr. Carpenter. I quite agree with you that you are quite right 
in taking the money from the big incomes, but where you are taking 
not only the income, but you are taking the capital of the individual, 
whose capital is intangible. Here is his income, his capital has come 
from a chance; all that he wiU be able to earn in five years — ^for a 
motion-picture star five years is a long time of activity. Now, 
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there is all the work of a lifetime concentrated in that. Now, should 
he be taxed as much as a man who has accumulated or inherited 
capital, and still has his $500,000 ? You take one man's intangible 
capital, and large proportions of the earnings of his whole life, while 
the other man, who may pay aU his income for the support of the 
war, but he still has his capital left that produced it. 

Mr. Green. You do not regard this, then, that by reason of the dis- 
covery of the moving-picture industry there have been people who 
gathered in what most of us would call an enormous fortune in a single 
year, you regard that as having in some mysterious way become 
capital that we ought not to reach, as I understand you. 

Mr. Carpenter. I would have you understand that we would re- 
gard the intangible, the effort of a man's or a woman's whole life 
toward a certain actor, a certain profession, or in scientific work — the 
eSort of his whole life, which represent his capital, and that capital 
is just as sacred as the capital of the man that has been saved little 
by little and accumulated. 

Mr. Green. Is it any more sacred in the moving-picture industry 
than in any other profession, law, or medicine ? 

Mr. Carpenter. Not a bit. I have included all the professions. 

Mr. Green. How would we get at this matter ? 

Mr. Carpenter. By the definition I have given. By the dis- 
tinction made in the English law. 

Mr. Green. Mr. Longworth has already explained to you that the 
•English law would not cover these enormous incomes because they 
bnly undertake to go to $12,500. 

Mr. Carpenter. That would help some. 

Mr. Moore. May I put this example to you ? It is crude, maybe, 
but it will illustrate to you what I nave in my mind at the preseiit 
time. If I earn $500,000 this year, and the Government taxes me 
80 per cent I still have $100,000 left. If I earn $1,000 this year, which 
the masses do earn, and the Government taxes me 80 per cent, an 
equal proportion, I have left $200, haven't I ? 

Mr. Carpenter. Yes, sir. 

Mr. Moore. That would be my capital to start on next year 
Avith. I merely want to submit that to you as a sample in the 
effects of taxation. The great number of men who earn no more 
than $1,000 per year, if the proportion was carried out to the end, 
would have only $200 left on which to live, if this was the end of 
his earning capacity, whereas the artist who earned $500,000 would 
have $100,000 left with which to meet conditions. It is rather a 
striking illustration, and it is crude, but it may give some idea of 
what is in my mind. 

Mr. Carpenter. And the man who had his earnings from capital 
would not only have his $100,000 left but would also have his 
capital, his tangible capital. 

Mr. Moore. Yes; but if he had his $100,000 he would be pretty 
well off considering these war times, whereas the man who only 
had $200 left would have hard scraping. Don't apply it to the 
artist only, but apply it to the large manufacturer, if you please, 
or apply it to the lumberman, or aiiy other of the big interests, and 
it works out the same. There are some gentlemen who have been 

(J4059_-18~-No. 17- 6 
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before us who advocated taking eveiything a man earns above 
S50,000 a year. On the basis of $500,000 per anniun earning the 
highest possible rate of taxation that has yet been mentioned is 
80 per cent, and even at that rate it would still leave that man 
$100,000, which would be to many a man a fortime. Yet I sajr if 
it were not for this war I would not stand for this sort of taxation 
for a minute. It is just a case where the President has practically 
ordered the raising ot $24,000,000,000, and we of the committee are 
put to the stress of using these very harsh examples and taking what 
appears to be blood money from the people. 

Mr. Carpenter. We feel that it is a question of taking a rather 
unfair proportion. It is a mere matter of chance that the heavy 
taxation on incomes falls just at the time when some partictdar 
person has achieved some results. Two hundred thousand dollars a 

J ear does seem like a large sum of money, and even $100,000 seems 
ke a large sum of money, but if such earning capacity onl^ covers 
a short period and then a very large portion of that monejjr is taken 
away from the person earning it he is losing the result of long and 
laborious preparation. Take the author, and he may make it from 
writing one book this year; or the playwright may make it from 
producing one play, and still not write anotner play, and that play 
may go on for years and years, earning as it goes. But as to the 
moving-picture actor, the big returns may come only at the time 
when tne Government needs money, and if a large part of it is taken 
away from him it does not make it equitable, in our opinion. 

Mj. Moore. We will agree with you on the equity of what you 
have said. A man is entitled to the results of his brain-work and 
results of enterprise, but pressing war conditions modify a considera- 
tion of the matter. 

The Chairman. Mr. Carpenter, I was out when you made your 
remarks. Do I understand that some of these moving-picture actors 
get $200,000, $300,000, and even $500,000 a year? 

Mr. Carpenter. I stated that there were not more than one, or 
possibly two, who have made as much as $500,000 in the last year. 

The Chairman. Are there many whose salaries are as much as 
$100,000 a year? 

Mr. Carpenter. I beg pardon. 

The Chairman. Are there many whose salaries run as high as 
$100,000 a year? 

Mr. Carpenter. No; not very many. 

The Chairman. I was just thinking that those people who were 
making $500,000 a year might have saved a little m the last three 
or four years, and have it laid by at the present time ? 

Mr. CSarpenter. They have not been making it for the last three 
or four years. The people who have made it nave made it perhaps 
during the last year. And the most of this talk about big salaries 
is press-agent stuff. 

The Chairman. Then your idea is that the earning capacity of 
these moving-picture actors will not last more than two years ? 

Mr. Carpenter. A woman's popularity will not last more than 
five years. Some of them are taHTng great risks every day, going into 
the war for five hours, and then walking around and doing various 
stimts, and having their pictures taken, and run the risk of having a 
serious illness, or a scar being made on the face, which may end her 
earning power for life. 
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The Chairman. I have heard some of the members say, just let 
them make $500,000 a year and they will be willing to be scarred up 
after one year and still pay the Government half 6i it. 

Mr. Carpenter. Yes; perhaps so. 

The Chairman. I had seen in the newspapers something of moving- 
picture stars making $200,000 and $500,000 a year, but I thought it 
was all stufP. 

Mr. Carpenter. Yes. But a great deal of that is exaggeration. 

Mr. LoNGWORTH. That looks like a good deal of money even at any 
time. 

Mr. Hawley. How many moving-picture actors do you estimate 
earn as much as $100,000 a vear ? 

Mr. Carpenter. I can only speak as to Los Angeles, and not very 
accurately as to that. Reports of salaries are continually exag- 
gerated, even among the people themselves. 

The Chairman. Of course your proposition would apply to actors, 
singers, contortionists in circuses, baseball players, ana all that ? 

St. Caepentee. Yes. 

The Chairman. Their earning capacity is just for a few years ? 

Mr. Carpenter. Yes. 

The Chairman. You would not only apply your proposition to 
moving-picture people but to any persons engaged along that line ? 

Mr. Carpenter. To all earned incomes by personal service. It is 
the same with a director, or a skilled photographer in the moving- 
picture business. He gets a lai^e salary, but the business is ver^ 
new, and it is progressing so rapidly that the life of his service is 
verv greatly reduced. You take even the directors in the business 
and the older men are constantly dropping out and new men coming 
in. Take a man who has been at the work for five years and he is 
considered an old man and becoming superannuated. His methods 
are old fashioned and new ideas are conung in to supersede his. If 
they get big salaries by working at it it is not tor a very long period. 

Mr. Hawley. Can't you send them to the bush league? Have you 
any such thing in the moving-picture business as bush leagues ? 

Mr. Carpenter. No; there are no bush leagues in the moving- 
picture business. 

The Chairman. What kind of an exemption should they have ? 

Mr. Carpenter. We are not asking for an exemption. We are 
asking that if there is to be an increase in the tax that motion- 
picture p3ople who earn their incomes by their efforts be excepted 
trom the operation of the excess-profits tax, because their earnings 
have no connection whatever witn the war. On the contrary, the 
war has depressed the business greatly and has reduced the earnings 
of the business. 

The Chairman. There will hardly be an excess-profits tax on Mary 
Pickf ord or Charley Chaplin or Wilham S. Hart, or these other people, 
I think I can say. 

Mr. Moore. What Mr. Carpenter complains of is the 8 per cent tax. 

The Chairman. Oh, the 8 per cent tax. I think the committee 
may consider striking that out and putting them in the same class 
with the income-tax payers. 

Mr. Green. In other words, we are very likely to remove the 
feature that Mr. Carpenter objects to, but in the end the people he 
represents are likely to pay more. 
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Mr. Carpentbk. We do not object to paying more, if it is equitable. 

The Chairman. In other words, my suggestion is this : A great 
many members of the committee think the excess-profit tax ought 
not to apply to individuals. In fact, the bill as it passed the House 
excepted individuals from the excess-profit tax; but if individuals 
are omitted from the excess-profit tax, then the income tax is going 
to be high enough to catch the 4 per cent that they pay now and the 
8 per cent that they would pay on this excess-pront tax provision. 
So, while they may probably be left out of the excess-profit tax and 
pay our regular income tax, it may be seen what the probabilities 
are. The real point, in fact, is that parties who make from $100,000 
to $500,000 have to pay a siu"tax or an additional tax. That is what 
gets them pretty heavily, and not so much the 8 per cent tax. 

Mr. Carpenter. Yes; the surtax catches them very heavily. It is 
taking from them these earnings for a very short period at a big rate. 
You take the capitaUst, the man who gets his earnings from divi- 
dends and receives $500,000 a year. What do you take of that? 
Look at the smallproportion you are taking in the way of taxes from 
those earnings. But at the end of the war period, at the end of this 
emergency taxation, he has all the capital lef t that earned him that 
$600,000 a year to struggle along with, while these people, with their 
whole capital of a lifetime coming to them within a period of a very 
few years, and you are taxing them heavily, and thereby taxing their 
capital. 

Mr. LoNGWORTH. I call your attention to the fact that while the 
Snglish system did discriminate between earned and imearned in- 
comes, and in that I am entirely with you, yet it does not go up to 
$600,000. The distinction stops at $12,500. I would be willing to 
even go further than that, as nigh as $25,000, but not to continue 
the difference between earned and unearned incomes to $500,000. 

Mr. Carpenter. Why not continue it to any Umit if it is equitable? 

Mr. LoNGWORTH. WeU, I do not think — while I will not say a man 
has no right to earn $500,000 a year as a moving-picture actor, yet, if 
he does he has a lot to put aside as capital, and when we have war on, 
he ought to pay at least half of that every year. 

Mr. Carpenter. And yet the man who has inherited from three 
or four generations back the capital that he puts in securities and 
gets dividends from does not have his capital touched in that way. 

Mr. LoNGWORTH. He pays the same, except the 8 per cent, and 
that is insignificant. 

Mr. Carpenter. Does he pay his tax on his dividends if it comes 
as income ? 

Mr. LoKGWORTH. Exactly the same. The only difference is this 
8 per cent, and that is a relatively small amount. That is the only 
dinerence in their situations. I am with you, absolutely, on the 
proposition of a reasonable salary, where it is in fact an Exhaustion 
of brain power, and where after a few years the abihty to earn ceases. 
But when you get to these enormous income, such as acting in moving 
pictures and getting $500,000 a year for it, I haven't very much 
sympathy with the man who wants to hold that. 

Mr. Carpenter. Mr. Longworth, wouldn't any member of Congress 
who could satisfy the public aU the time be an artist and be worth 
$600,000 a year ? 

Mr. Longworth. It is a question whether he is worth it. 
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Mr. Sterling. He wouldn't be worth anything if he cbulct do 
that. 

Mr. Sloan. Every Member of Congress is paying an income tax, 
and also an excess-profit tax, and no complaint was made by them. 
I think a distinction between unearned and earned incomes should 
no^ go above $12,500 a year, or something like that. That is based 
upon a relation between earning power ana necessary living expenses, 
and where the earning power happens to be so very great it becomes 
clearly capital and is not entitled to the distinction that the lower 
sum is entitled to. I think that the British rule is a very liberal one 
in making the distinction between earned and unearned incQm,ea up 
to $12,500 a year. 

Mr. Carpenter. What particularly seems inequitable and oppres- 
sive to the people I represent is the element of time that enters into it. 
One man may be in business and accumulate from year to year and 
year after year, but he is not taxed oq that accumulation; he is 
taxed on his natural income. And then there may be another per- 
son, in another line, who works, no matter at what, as a moving 
picture actor, as a tight-rope walker, as a baseball player, and so on, 
and he studies and practices and works and works toward a given 
end and then suddenly achieves success, which may only stay with 
him, so far as public popularity is concerned, for a year or two or a 
few years at best, and during that time the most of that income, 
which is really his capital, is taken away from him. 

Mr. LoNGWORTH. If I understand you you think there should be 
no limit between earned and unearned capital? 

Mi\ Carpenter. Equitably and justly there should be no limit. 
If one man's accumulated capital of a luetime comes within a short 
period and you take it from him you are just as surelv taking his 
capital as if you, in the case of a capitalist, not only took his income 
but his capital as well. 

Mr. LoNGWORTH. What did Charley Chaplin pay in taxes last year * 

Mr. Carpenter. I do not know. 

Mr. LoNGWORTH. If he had $500,000 he would have paid 38 peir 
cent under the income-tax law, and in addition to that he would 
have paid 8 per cent over $8,000 a year. 

The Chairman. I think you can tell Mr, Chaplin he will not have 
to pay 8 per cent next year but he will have to pay his surtax, like 
anybody else. 

Mr. Moore. Which is likely to be considerably larger. 

The Chairman. Yes. 

Mr. LoNGWORTH. You can take that cheering hope back to Mr. 
Chaplin, that he will probably get out of paying the 8 per cent. 

Mr. Hawley. These women have been getting pretty good salaries^ 
in the moving-picture business, have they not ? 

Mr. Carpenter. In any given case the salary has jumped up 
suddenly, perhaps. 

Mr. Hawley. After their unusual popularity is over, haven't they 
the ability to earn a reasonable sum each year ? 

ifr. Carpenter. No; they are almost useless. No one who haa 
been a star at one time can consistently take a minor part. 

I^. Hawley. That is a matter of pride. 

Mr. Carpenter. If they are not taxed too heavily they will be 
relieved of that necessity. Many of them would have a little earning 
power, of course. 
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Mr. Hawlet. There are many other people who would like to be 
relieved of the necessity of making a living or paying taxes hereafter. 

Mr. Sterling. Mr. Chairman, there are three or four other persons 
on this program who are yet to be heard by us, and I suggest that we 
proceed a httle faster. 

Mr. Sloan. Who can you think of who has profited more by these 
war conditions than these three or four individuals we have been 
talking about? Haven t they risen to these large salaries largely on 
account of the condition created by the war ? 

Mr. Carpenter. I am firmly convinced that the war has not 
benefited one of them one penny, but, on the other hand, it has cost 
them money. I am positive of that. 

Mr. Rainey. I notice that one of them has been engaged recently 
in an extra-hazardous employment, having been sued oy the wife of 
another actor, or rather made corespondent in a suit for $700,000. 

Mr. Carpenter. I hadn t heard that. 

The Chairman. Have you anything else to say ? 

Mr. Carpenter. If I may have permission to file a copy of this 
paper I would like to file it, and to nand you a better copy, because 
flus was prepared very hastily upon the train. 

The Chairman. All right; you may do that. 

Mr. Carpenter. There is one thing I want to say before I close, 
just a word. I want to call the attention of the committee to tho 
useiul and essentia^ character of the services of motion-picture* actors. 
You may think that it is a frivolous employment altogether, but 
there are about 175,000 people engaged in the industry, showing pic- 
tures through about 15,000 theaters to about 45,000,000 people a 
week. Any industry that can stir up the patriotism and kaep up 
the hopes and confidence ot the p ople of the country is useful. Any 
business that can do what this mdustry has done in the way of ad- 
vancing Government propaganda, second in publicity not even to 
the press, is absolutely essential. And, gentlemen of the committee, 
a part of my mission here is to see in the various departments of the 
Government how the motion picture industry can further help the 
(Jovemment by any publicity or any sort of production that can be 
given. 

Mr. Moore. I think that Mary Pickford and Douglas Fairbanks 
and WUliam S. Hart and a number of other moving-picture stars 
responded to the call of the Secretary of the Treasury recently in an 
effort to sell liberty bonds. 

Mr. Carpenter. They did, and traveled aU over the coimtry and 
sold millions of dollars worth of bonds. 

Mr. Sloan. Mr. Moore, do you know of anybody who has not done 
that at this time ? 

Mr. Moore. Perhaps not, but at the same time I do not know of a 
single individual who has drawn such large audiences and spoken to 
so Diany people as these moving-picture stars except the oecretary 
of the Treasury. 

The Chairman. Mr. Carpenter may hand in the paper which he has 
and it will be considered by the committee. 

(The paper is as follows:) 

Grant Carpenter, Los Angeles, Cal., assistant secretary Motion Picture War Service 
Association: 

I appear before your committee as the representative of the Motion Picture War 
Service Association, an organization formed primarily for the purpose of uoiiyisg and 
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concentrating the patriotic work of the 175,000 people employed in the motion-picture 
business. It includes in its membership persons engaged in all branches of the in- 
dustry — ^producing, distributing, and exhiDitin^. Particularly, however, do I repre- 
sent a class that heretofore has never had a hearing — the workers in the artistic branch 
of the business — ^production — ^which includes the small independent producers, the 
actors, directors, authors, editors, photographers, and laboratory operators of southern 
California, where 75 per cent of all motion pictures of this country are made. 

Among the officers of this association are David Wark Griffith, chairman: Mack 
Sennett, S. E. V. Taylor, Cecil De Mille, Mary Pickford, Charles Chaplin, Lois Weber, 
Douglas Fairbanks, W. S. Hart, Jesse L. Lasky, Marguerite Clark, and William Fox. 

In order that there may be no misunderstanding of our purpose in this hearing, we 
state positively and unequivocally that we neither urge nor desire any reduction in 
the income tax. The members of our association are not only willing, but eager, to 
bear their full share of the burdens of the war, and they consider it a privilege to serve 
our country in this crisis. We ask merely the opportunity to call to the attention of this 
committee some of the effects of the existing tax law and some of the results that will 
flow from a material increase of the present rates. 

The minds of the people of this country generally, have been so concentrated upon 
patriotic work that the question as to who has given the most has scarcely been con- 
sidered. But we believe we discern some inequalities and inequities in the tax law — 
such as are usually found in every hastily drafted emergency measure, which may be 
easily and readily readjusted by the legislation now contemplated and which will 
equalize the burdens that must be borne. 

Especially do we ask for a heavier tax on unearned income than upon earned income, 
adopting as a definition of "earned income" the phraseology of the English law as 
follows: 

** Income arising in respect of remuneration trom any office or employment of profit 
or in respect of any pension or compensation ^ven in respect to past services of the 
individual or of the husband or parent of the individual in any office of employment 
of profit, and income derived from the exercise of a profession, trade, or vocation." 

Income derived from any other source, therefore, shall be deemed "unearned." 
This definition is obviously based upon a recognized distinction between tangible and 
intan^ble capital and income derived from accumulated wealth and that derived from 
cumulative effort. Permit us at this time to draw a comparison between the indi- 
vidual who derives his income from his art, and the individual who derives his income 
from dividends on investments. I have in mind a woman in one of the arts who began 
only last year, after many years of poorly paid apprenticeship, to earn large sums of 
money. Her intangible capital is the experience and the knowledge of her art she has 
accumulated, and upon which she has only begun to realize. 

The tax, as now applied, takes almost half of her earnings. In the nature of her 
buedness she can not expect under the most favorable conditions, to enjoy the popu- 
larity that briuOT her this income for more than a few years — five at the outside — ^and 
the hazards and risks of her employment, a brief illness or a scar on the face may end 
herearning power at any moment for all time. During that period she may be taxed 
anywhere from 25 to 50 per cent of all the earnings of a lifetime and at the end of it 
her capital is gone. 

On the other hand, take a man with a similar income derived from dividends. This 
man^s income would not be taxable at all under the excess profits law, nor would he 
pay any normal income tax; so that when the war is over and the tax removed this 
individual's capital would be unimpaired and he would perhaps enjoy a larger income 
on the increased valuation of his property, through no effort of his own. 

Take, for example, a single man with an income of $10,000 from dividends. He 
will pay only a surtax of $100 a year throughout the war period, as the law now stands. 
Even if he should eventually be taxed up to 50 per cent of his income, he would still 
have $5,000 a year and all of his capital at the end of the war. When the war taxes are 
removed he would again have his $10,000 a year income and eventually transmit his 
unimpaired capital to his heirs. 

Compare with this man a director, author, or actor, who through many years of 
apprenticeship has brought himself to the point where he earns $10,000 per year. 
His earning power at this point will continue for only a comparatively brief period of 
hiu life. His entire productive period may be covered by the war. On his $10,000 
income as the law now stands, he would pay a total tax, income and excess profits, of 
over $700, seven times as much as the capitalist with the same income from dividends. 
At the close of the war his earning power might be at an end, and he has no capital 
left — tangible or intangible. And bear in mind that though he pays an excess profits 
tax of $320 his income has no relation whatever to the war. 

While the excess profits provision was designed to take the profits of big business 
resulting from war activities, it does not so operate. Big business by inflating its 
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tangible and intangible capit&l may almost, if not entirely, escape this tax, while the 
members of this association whom I represent, beini? what might be called brain- 
workers with no tanfi:ible capital, have nothii^ to inflate, except, possibly, their 
heads, and that would get them nothing. 

Now, compare with this class the single individual engaged in business in a small 
way. With a capital of $100,000, ncNrmal prewar profits of $10,000 a year, and a lax- 
able year profit of $15,000, he pays no excess-profits tax, because the deductions 
allowed are equal to his profits, out he does pay an income tax of $770, only abont 
$70 more than the professional man, though ms income has been $5,000 greater. At 
the end of the war ne still has his capital, augmented hy war profits. 

It is hardly necessary to cite a concrete example of big business with tremendous 
capital on which deductions are allowed, sufficient, in many cases, to wipe out 
entirely actual war profits. 

While we hold no orief for the inventor, the architect, the sculptor, the singer, the 
musical composer, or others in the class that may be termed brain workers, the 
inequalities we have called to your attention apply with equal force to all of this 
class, but the consideration we ask is consistent with the policy of the Government 
in protecting and encouraging them by copyright and patent laws, guaranteeing ^em 
an adequate reward for years of unproductive effort. 

Take a man of 40, who at this time perfects an invention which would mean as much 
to the world as Ford's car has meant. He will have insufficient capital with which 
to establish his business, and his income might be so taxed that he would not be able 
to accumulate it. His capital is largely intangible, being the workings of his hands 
and brain. He must of necessity fiave recourse to capital in order to develop his 
invention, and in consequence he parts with a great portion of the earning of his 
invention to the capitalist, whose accumulation remained not only unimpaired but 
may be greatly augmented. 

Take a man who after careful preparation and long effort, representing his intan- 
gible capital, writes a successful play. It may earn for him $200,000 in one year, 
and the tax will take a very large proportion of it. His intangible capital is partly 
confiscated, for he may never write another successful play, and year by year his 
one work earns smaller and smaller sums. 

The small producer of pictures is confronted by another problem. (I have in 
mind the experience of one such man.) With his accumulated earnings and a big 
idea he interests outside capital, and a picture is produced by the corporation thus 
formed. He takes his profits from this production and puts it all in a new individual 
production. It proves a failure. His capital is gone, but he can not balance indi- 
vidual losses a^mst corporate gains, and he has to borrow money to pay his income 
tax. The capitalist, however, still has his profits. The handicap of the income and 
the excess-profits taxes and the element of chance inseparable from the motion- 
picture business are obstacles impossible for the artist to overcome in competitba 
with established capital. 

Consider the man with investments of $15,000,000. He would have an income,, sajr, 
of $600,000 a year. He pays no excess-profits tax because his income is from divi- 
dends, but he would pay a surtax of about $220,000. If the Government took an addi- 
tional $300,000, he would still have $80,000 a year and his unimpaired capital to 
struggle along on. But suppose an author, a director, or an actor should this year 
win public recognition and earn $600,000 (and I may say right here that the reports 
of tremendous salaries earned by moving- picture stars are greatly exaggerated; I 
know of but one, or possibly two, who earn $500,000 a year). This person would be 
taxed about $270,000 — almost half of his capital — the accumulation of the greater 
part of his life. The chances are that he will never have another success. His intsm- 
gible capital has been taken. But if the Government took a single dollar of the capi- 
talist's tangible millions, you would hear a great outcry about confiscation. 

The artist has been compelled to pay a heavy excess-profits tax, though it is scarcely. 
necessary to tell this committee that his earnings have no relation or connection withi 
war activities. As a matter of fact, the war has impaired his earnings, for the motion- 
picture industry as a whole has felt a great depression. Hundreds of theaters have 
been closed, many companies have ceased production, and those still operating have; 
been compelled to retrench by reducing forces and cutting salaries. 

We believe that to tax the artist, the brain worker, and liie individual who renders 
personal service at higher rates than the capitalist tends to discourage effort, arrest 
progress, create social unrest, and establish an autocracy of wealth. We are sure that, 
no worker in our industry who may have accumulated capital would object to a direct 
emergency tax of 5 per cent or even 10 per cent if necessary upon the principal. To 
urge a direct tax on capital may seem revolutionary, but grave emergencies require, 
drastic remedies; and if a direct tax is imposed to pay the cost of municipal, State, 
or national police, it may be resorted to in order to pay the cost of international police 
employed to restore peace and order to the world. 
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We are not political economists or tax experts, and we do not presiune to offer an 
adequate remedy for the situation. We do, however, offer these suggestions even 
though some may be considered visionary: 

First. That a heavier tax be placed upon unearned income than on earned income, 
and no ^rson should be allowed an unearned income exceeding $50,000 a year. 
Below tms«um« and in excess of $5,000, unearned income should bear a special gradu- 
ated tax. 

Seccmd. That income derived from occupations based on personal service and 
having ho relation to the war be excluded from the operations of the excess-profits law: 

Third. That the excess-profits provision be changed to conform to the English pro- 
cedure; that is, taking 80 per cent of the actual war profits, with a special provision 
that where such profits are derived altogether from the manufacture of articles essential 
to the prosecution of the war, all in excess of normal prewar profits be taken by the 
Government; and in business that had no prewar existence, all profits above reason- 
able earnings on the invested capital be taken. 

Fourth. That a direct emergency tax at graduated rates be imposed upon accumu- 
lated wealth, inherited or unearned, in any form whatsoever, in excess of a principal 
of $250,000, with provisions that will prevent a sihifting of the burden during the war 
and for 10 years tnereafter. 

Fifth. That a heavier surtax, equaling the present excess-profits tax be placed on 
unearned incomes in excess of $4,000, and an additional surtax on incomes derived 
frona inherited property. 

Sixth. That a heavy direct tax be placed on the membership of social and country 
clubs, and upon private homes in excess of the valuation of $40,000. 

Seventh. That a direct tax of 1 per cent be placed upon all accumulations of wealth 
in excess of $200,000 when earned by the possessor; 2 per cent on similar accumula- 
tions which have been inherited ; 3 per cent on such inheritances in the second genera- 
tion; and 4 per cent on all inherited wealth belonging to persons residing permanently 
abroad. 

Eighth. That a tax be put on the profits from all manufactured articles used by our 
Government or our allies m the prosecution of the war or for relief work, so as to allow 
only an 8 per cent return on the capital actually invested in grounds, buildings, or 
materials^ tmd that no salary in excess of $20,000 a year be allowed to persons directing 
or managmg such concerns, or to the partners in such works. 

Ninth. That incomes not derived from the manufacture of war materials or articles 
used by the Government in the prosecution of the war or giving aid to the allies, be 
excluded from the operation of the excess-profits law. 

Before closing I wish to call the attention of the committee to the useful — even 
essential — character of the motion-picture industry in the prosecution of the war. 
Any 'business that, operating through 15,000 theaters and reaching 45,000,000 people 
weekly, stimulating their patriotism, relieving their anxieties and inspiring their 
confidence, is useful. As a medium of publicity and a disseminator of Government 
propaganda, it is not second even to the press. It is not necessary for me to remind 
you of the immense service that the motion-picture people individually and the 
mdustry as a whole have already rendered the Government, and which they will con- 
tinue to render; but I do desire to tell ^rou that a part of my mission to Washington is 
to ascertain how the industry, united in one national association, can render fuller 
aid and assistance to the Government in this war. 

SUGGESTED AMENDMENTS. 

Suggested amendment of section 209 of .the war excess-profits law : 
'*Seo. 209. That in the case of a trade or business having no invested capital, or 
more than a nominal capital, there shall be levied, assessed, collected, and paid, in 
addition to the taxes under existing law and under this act, in lieu of the tax imposed 
by section two hundred and one, a tax equivalent to eight per centum of the net in- 
come of such trade or business in excess of the follo\^ing deductions: In the case of a 
domestic corporation, $3,000, and in the case of a domestic partnership or a citizen or a 
resident of the United States, $6,000; in the case of all other trades or business, no 
deductions: Provided, That nothing contained in this section shall be construed as tax- 
ing ^e income derived from personal service and not from capital." 
Suggested amendment to section 201 of the war excess-profits law: 
*'USng as a basis of the tax the provisions of the English law — that is, allowing the 
taxpayer to select the most prosperous two years out of the three years immediately 
preceding the war as a basis for establishing an average normal profit and taxing all 
income above the average normal prewar profit so determined (which may properly 
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be considered actual war profits) at eighty per centum: Providedy That where such war 
profits 80 d9t3rmin9d ara derived from tha manufacture of or trading in articles essen- 
tial to tha prosacution of the war, a tax of one hundred per centum. 

The Chairman. The committee will now he glad to hear Mr. 
Johnson. 

STATEMENT OF VOBHAV H. JOHVSOV, SECBETAET OF TH£^ 
SOUTHEBV WHOLESALE DRY GOODS ASSOCIATION, BICH- 
MOVD, VA. 

Mr. Johnson. Out organization embraces all the jobbers in the 
Southern States doing business in dry goods, notions, and furnishings. 
The States included are North Carolina, South Carolina, Georgia, 
Florida, Alabama, Louisiana, Mississippi, Kentucky, Texas, and, in 
fact, all the Southern States, starting in south of Washington and 
including El Paso, Tex. There are 158 such jobbers in the Southern 
States. Thiey do a business in the neighborhood of about 
$150,000,000 a year; that is, distribution. The business in which 
they are engaged is classed by all students of the business as being 
the most hazardous business there is. We are dependent upon the 
retail trade, and imder these war conditions our position has been 
very much changed. It used to be our function and our only function 
to finance and supply the retailer. To-day the problem has been 
shifted to where we have been forced almost to finance the mUls, the 
selling agents, as well as the retailer. In Mr. Hurley's book, The 
Workmg of Business, you will find it thoroughly confirmed that the 
retailer always has been and always will be a very hazardous propo- 
sition, for 90 per cent of them fail during a period of five years. 

Back in 1914 the jobbing business, which is comparatively young 
in the Southern States — and I say young because it is not 20 years 
in its full development, and just a few years ago there were such 
markets only, in Richmond, Charleston, New Oneans, and perhaps 
some scattered in between, so that the great growth and developemnt 
of the jobbing business has been in a period of the last 12 years, that 
is, in its fuU growth. But along in 1914 we found ourselves pretty 
near ''broke/' We were just existing. A great many houses went 
out of business when the slump in prices came after the German guns 
commenced booming. It showed a depreciation in merchandise 
stocks of 25 to 30 per cent, and a great many old estabUshed houses 
went out of the dry goods business. 

We are not here to seek any especial favor nor to ask for any 
reduction. We have had our full experience in the South. The pecu- 
Uar nature of this business is hazardous, and we are now up against a 
mmiber of problems as to which we can not see our way clear enoxigh 
to know exactly where we are drifting. Like other businesses, we are 
confronted by new and changed conditions, of course, but we think 
that our business is peculiar and different from others. You take all 
of the very ordinary merchandise and prices have changed wonder- 
fully. The cheapest hosiery that was made prior to the war, pur- 
chased at 55 cents a dozen, to-day we can not purchase for less than 
$1.85 a dozen, even if that low. For the 84-needle goods, which were 
60 cents a dozen before the war, we now have to pay from $1.35 to 
$2.25 a dozen. Ordinary ginghams that were 7i cents a yard can 
only be purchased to-day at 27^ cents. 
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CoQsequentl^r I say all merchandise has increased from 300 per cent 
to 500 per cent in valuation. If you take the condition as it appUes to 
the jobbing trade, the very small retailer out in the country whom we 
allowed $1,000 credit before the war — and that was taking a risk that 
no other people in the world would assume, that no other credit 
organization would pass, or even imderstand — as I say, we allowed 
that man a credit of $1 ,000. You gentlemen have heard it frequently 
stated that a man could come into the market with $250 in cash and 
get $1,000 worth of merchandise. I regret to say that owing to the 
demiEind and the desire to sell that has generally been true. Now the 
demand upon us by that retailer is not for $1,000 credit, but the same 
hazardous risk that we took at $1,000 we are forced to take at from 
$4,000 to $5,000; we have to give him that Une of credit. Conse- 

auently a greater amount of the profits which we have counted on 
uring the past year is tied up in these credits, and with the hazards 
that 1 have called to your attention. 

I want to say right here in this connection that, unUke some other 
businesses, our profits in 1918 will be larger that they were in 1917; 
but they are attended by these contingencies which I have mentioned, 
the greater amount of credit extended and the greater risk. For 
this reason we base our profits on two very weak propositions 

Mr. Green (interposing). It seems \o me your trouble is largely 
psychological. 

Mr. Johnson* No; it isn't. And I will get to that in just a little 
while. We are figuring on profits on two bases : First, we are figuring 
on enhanced value of the merchandise. The merchandise that we 
bought at 60 cents, of course, the longer we have kept that mer- 
chandise the greater the margin of profit. If our merchandise did 
not turn over and we have some stock left, of course, it is worth more 
money. One of the big things we might consider is the amount of 
merchandise that we might have, and of course we have some on 
hand purchased heretofore. One peculiar situation about merchan- 
dise, and of course that depends on when sold and how, but we 
assume as our profits our back accounts in the hands of the retailers. 
No matter what our terms may be, the terms are only to show when 
the bill becomes due. We can not necessarily get the money. That 
is, the sale may be completed, but we can not get the money until the 
merchant pays us. Consequently there are some stocks in the hands 
of retailers to-day, and I would say a larger amoimt than at any other 
time, and these stocks are based upon our capitalization and not upon 
the capitalization of the retail trade. Therefore it is unusually 
hazardous. 

Now, you imderstand we have to make our contracts six or eight 
months ahead of the time that they are actually sold to the retailer. 
You take the year 1914 and our contracts were made for those goods 
in 1913. When the man shipped us that merchandise it was done 
after a great deal of it had been reduced from 20 to 30 per cent below 
the spot market. I mean that at the time they deUyered the mer- 
chandise we could have gone out into the market, and in fact in some 
cases did go into the market, and buy the identical goods at a price 
from 20 per cent to 30 per cent lower than the price at which the 
merchanaise had been actually purchased that was being deUvered 
to us as of that date. 
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iSr. Green. That is back at the opening ol the European war that 
you are now talking about t 

Mr. Johnson. Yes, sir. 

Mr. Green. We are not going to tax ^ou on that. 

Mr. Johnson. I know you are not going to tax us on that, but I 
was telUng you that to show you that we are now in the market in 
a very dinerent condition. 

Mr. Gebbn. You are now buying on a rising market? 

Mr. Johnson. It has been rismg continually; yes. And we have 
made unheard of and undreamed of profits under those conditions, 
i unhesitatingly say so; that is, according to the standing of book- 
keeping. But according to the standards of business we have not 
made those profits; they are hypothetical. We think we have got 
them, but the conditions are so hazardous that we may not have them 
in fact. Our taxation during the past year would average about 30 
per cent to 40 per cent of profits which we make. I mean, that of 
the money we made we figure 30 or 40 per cent was represented by 
excess-profit tax. If they were increased under present conditions, 
this joobing business could not possibly stand it, in my opinion. 
That is for the reason that we own the merchandise at extxemely 
hazardous prices, and that our cost of doins business has been con- 
stantly rising and rising. I would figure tnat it has jimiped from 
about 14 per cent to tne neighborhood of 21 per cent, and perhaps 
higher in many instances. But as well as I can make the average 
it would come to about that. 

Then, again, we are facing a 25 per cent increase in freight rates. 
Twenty-five per cent in our business is extreme margin, because in 
the prewar business the best business and the best organized business 
that we had only yielded 4 per cent. 

Mr. Fairchild. Well, you don't pay this freight. 

Mr. Johnson. The freight — ^here is a peculiar situation; I think 
it would be of interest to this committee to know it, that right to-day 
the primarv market which is the market of the mills, you can go 
into the jobbing houses of the South and the retailer can buy mer- 
chandise from the southern jobber to-day at a lower price than if 
he had the buying capacity — the small retailer with only a smtJl 
capitalization can ouy merchandise to-day from the jobber cheaper 
than if he had a large capital and went into the primary market to 
buy merchandise. We are not like the manufacturer who can sit 
down and make his prices on merchandise. He can make his prices 
and fix them so much as cash. The munition makers can go ahead 
and say here is my completed product and say it is worth so and so. 
But we are the middlemen. We have to supply those merchants 
with merchandise that is salable to the consumer. It is unques- 
tionably true that the retailer is selling that same merchandise to-day 
to the consumer at a lower price than he can buy it from the jobber. 

Mr. Fairchild. Where do you find those consumers ? 

Mr. Johnson. The further you go into the country districts you 
will find that condition. It is really a condition that you can buy 
to-day the athletic underwear, like B. V. D., that ought to sell at 
75 or 80 cents a garment, you can buy from numerous small stores 
from 45 to 50 cents per garment. 

Mr. Moore. You mean to say the rates have not gone up to the 
consumer ? . • 
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Mr. Johnson. No, sir. I am talking about on the average of dry 
goods and furnishings and notions in the country districts. 

Mr. Moore. If that is true, that experience is not borne out in 
cities like Washington. 

Mr. Johnson. No, sir; it is not. Washington is the exception to 
all rules. 

Mr. Moore. The Southern Wholesale Dry Goods Association for 
which you speak has its headquarters in Richmond, has it not ? 

Mr. Johnson. That is, its officers are there. 

Mr. Moore. The members of this association are jobbers — they 
are middlemen ? 

Mr. Johnson. Yes, sir. 

Mr. Moore. They purchase from the manufacturers or act as man- 
ufacturers' agents? 

Mr. Johnson. Yes, sir. 

Mr. Moore. Then they pass the goods along to the retailer? 

Mr. Johnson. Yes, sir. 

Mr. Moore. Affording this help as you have indicated in the way 
of credits ? 

Mr. Johnson. Yes, sir. 

Mr. Moore. The manufacturers' prices have gone up on dry goods ? 

Mr. Johnson. Yes, sir. 

Mr. Moore. The jobbers' prices have gone up on dry goods? 

Mr. Johnson. Yes, sir. 

Mr. Moore. And retailers' prices have gone up, haven't they? 

Mr. Johnson. Yes, sir. 

Mr. Moore. Who loses if the consumer back in the country some- 
where buys his hosiery or overalls at the same old price ? 

Mr. Johnson. Where the loss comes in — ordinary business sug- 
gests, what I mean is if a business would be sound (and we are ad- 
mitting that the retail business is not a sound business), the cost of 
an article of merchandise should be the replacement price plus the 
cost of doing the business, should it not ? Wouldn't that be the way 
of determining that? If you had to go into the market to replace an 
article which you already had and wnich you had for sale, would it 
be good judgment to sell that merchandise on a price below the 
market level? 

Mr. Moore. It might be. In war times you have to do a great 
many things you regard as approaching imbecility in times of peace* 

Mr. Johnson. Yes, sir. 

Mr. Moore. We are dealing with this whole question now as a war 

Eroblem, because of an exigency with which we are all familiar, 
►ut I come from a manufacturing district and I know we are paying 
Idi^ger prices for our raw material, for instance, cotton — ^for cotton 

famd that go into manufacturers' articles as you say are dispensed, 
f we are paying higher prices due to war conditions and we are 
fetting higner prices from jobbers again and the jobber is getting 
igher prices from the retailer, somebody must be losing something 
somewnere. 

Mr. Johnson. I didn't mean that as a rule with the retailer. I 
said it wad exceptional cases with small merchants and you can find 
thAt they are not keeping up their prices in the larger stores. If we 
didn't sell a few responsible merchants we wouldn't have any chance 
in the world of doing business. But we are the source of supply for 
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that class of merchants who do not have any other source of buying 
power except through us. 
Mr. Moore. The reason is that the consumer is now better able to 

Eay these higher prices than before or we would hear from him. But 
e is paying higher prices the country over for what he buys, certainly 
pajdng it for groceries and household supplies, and certainly paving * 
more for dry goods in communities where I live, more for his collars 
and shirts and other things that he wears. I want to ask you whether 
your association is not in a position to control the price situation ? 

Mr. Johnson. No, sir; we are not, and wouldn't like to be. We 
wouldn't like to get into the price-fixing arrangement, and there is 
something we are looking forward to now with a great deal of fear 
and tremoling. 

The Government has aheady withdrawn practically a large quan- 
tity of all the underwear that we sell. For instance, we have been 
the largest purchasers in the coimtry of elastic seam drawers and 
balbriggan underwear. We can't get any of that now. None of it 
IB offered. 

Mr. Moore. How many States are covered by this organization 
or how many States are represented in it ? 

Mr. Johnson. Thirteen — all of the Southern States. They run all 
the way down to Texas, Arkansas, and Oklahoma. 

Mr. MooRE. All of the cotton-growing States ? 

Mr. Johnson. Yes, sir. 

Mr. MooRE. How many separate concerns are represented in the 
association ? 

Mr. Johnson. About 158. 

Mr. MooRE. Does anjrbody except the members of this association 
do any substantial jobbing business in those 13 States? 

Mr. Johnson. Yes, sir. We have to meet the competitoin of Chi- 
cago, Omaha, St. Louis, New York, and all the markets in the world. 

Mr. Sloan. Do you include Philadelphia in those markets ? 

Mr. Johnson, i es, sir. 

Mr. MooRE. Philadelphia is still in the running. 

Mr. Johnson. Yes, su*; and a very good market. 

Mr. MooRE. I want to find out m view of your suggestion that 
business is not what it ought to be and the taxation is heavy, and I 
want to find out whether your association is really in a position to 
control prices in these 13 States ? 

Mr. Johnson. If we had the Government's permission to do so we 
would be; yes, sir. 

Mr. MooRE. Certain collars and cuffs are sold by your jobbers, are 
they not ? 

Mr. Johnson. Yes. The collar people have gotten togjether and 
organized and make the price and we take that price. There are a 
great many cases where the price is made so that the jobber is not 
able to pass it on in the merchandise. 

Mr. Moore. The price is made back in the factory? 

Mr. Johnson. Yes, sir. 

Mr. Moore. And the jobber has to follow that price? 

Mr. Johnson. Yes, sir; or we don't get the merchandise. 

Mr. Moore. Do the retailers in any one of these 13 States obtain 
any of these standard goods, the price of which may be fixed at the 
factory, at any other place than those jobbers ? 
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Mr. Johnson. No, sir. 

Mr. MooBE. Would a retailer in any one of those 13 States be 
likely to last very long in his business if he undertook to do it without 
buying his goods from the jobbers of the Southern Wholesale Dry 
Goods Association, which is not unable to 

Mr. Johnson (interposing). The point we make is they don't last 
very long. The retailers don't last very long, no matter whether it 
is in the South or Pennsylvania or anywhere eke. The life of the 
retailer is very hazardous. 

Mr. MooBE. I am endeavoring to find out whether you could 
correct the situation of which you complain without violating any 
antitrust law, and if the price is made at the factory and you mian- 
tain that price, taking off of course whatever allowance is made, 
why don't you raise the price ? 

Mr. Johnson. I don't mind saying we are trying to do away with 
as much branded merchandise as we can for the smiple fact we can 

f;et as good or better quality at a lower price and distribute it with a 
airer profit to ourselves and a fairer profit to the retailers than if we 
buy these so-called standard advertised lines. 

Mr. Moore. If there are two retailers in a given town in Georgia, 
both of them buying from jobbers, members of your association, and 
each of them selling a collar that sold before the war for 25 cents, 
for 30 cents now during the war, wouldn't they be able to meet the 
new conditions? The consumer couldn't get it anywhere else, 
could he? 

Mr. Johnson. He certainly would; yes, sir. 

Mr. MooBE. If a consumer is making more wages, is better able to 
pay, why would your association sufler, or why would the retailor 
suffer, if he can get 5 cents more for a collar now than before the war? 

Mr. Johnson. We are taking this into consideration. If you would 
take one standard merchandise — ^what I mean, the so-called well- 
known brands, there would be less than 5 per cent of the merchandise 
which we distributed. You must bear in mind that our lino— our 
salesmen go out and sell as many as 8,000 different articles. They 
carry sometimes five, six, and seven trunks. And they represent 
not one factory, but factories throughout the whole country, and 
we are distributing aU of that merchandise. We are convinced in 
our own case, notwithstanding certain writers of the Congress, that 
the jobber is in every respect the most economical distributor of 
anyone. 

Mr. Moore. We are not prejudiced against the middleman. I 
don't see very well how we can get along as between the producer 
and consumer without having the middleman agencies. 

Mr. Johnson. It wouldn't be possible. 

Mr. MooRE. The same with farms and the same with factory prod- 
ucts, but if your association is in a position to pass along to the con- 
sumers the increased price that starts with the factory, I don't quite 
get your argument as to the added burden, because it seems to me the 
buraen is passed on. 

Mr. Johnson. We are not able to do that. For instance, a few 
years ago, in 1914, some compilation was made of the jobbing business 
throughout the United States, as between the dry goods, notions, and 
furnishings. These amazing facts were brought forth, not only in 
the South but everywehere else. The jobber distributes 20 per cent 
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of his stuff at cost. For instance, you take some concerns in Phila- 
delphia, they are old-established businesses and they will come out 
of rhiladelphia with their new brand of underwear. He feels that 
is his leader. Take Mr. Strawbridge, or Mr. Evans, they are great 
importers of colonial linen. They do a lot of Unen business, and con- 
sequently they call themselves the linen kings of Philadelphia. When 
those men get into the Richmond territory, they would get into com- 

Eetition with a gingham king, and consequently it got to where they 
ad leaders, and every market had leaders, and when they got into 
the whole market those markets would match leaders, and conse- 
quently nobody had a leader. 

The jobbing business in 1914 was the least productive; that is, 
the least money-making business in the country. You niight take 
these figures. When I first became secretary of the miolesale 
Mercantile Association I undertook to study the failure of retail con- 
cerns, and I found out that the jobber of dry goods, notions, and 
fcimishings — ^I found out that the jobber only sold the general 
merchant 17 per cent of the stuff he had. In other words, the hard- 
ware dealer, the shoe dealer, and so on made up the other per cent. 
When failures came, it woufd average that the dry goods and notions 
made up 80 per cent. By reason of a close study of this situation 
some of the causes have been eliminated. But business has not 
adjusted itself to a real solid and sound basis. The hazards they 
run in selling that stuff have depreciated their profits. 

Mr. Moore. You use the term hazard in connection with credit? 

Mr. Johnson. Yes, sir; entirely. 

Mr. Moore. That is rather surprising. I thought the word hazard- 
ous was used in connection with msurance or perishable commodities 
and that way. 

Mr. Johnson. Extremely hazardous. That is using Mr. Hurley *s 
own words. Mr. Hurley says it is the most hazardous business in the 
world. * 

Mr. MooEE. I want to ask you one question and then I won't 
press you any further. You say there is competition with the 
members of your association in the 13 States eniunerated? 

Mr. Johnson. Every one of them compete with one another. 

Mr. Moore. Other jobbers come in, too ? 

Mr. Johnson. Yes, sir; and other markets come in. 

Mr. Moore. Your jobbers, do they represent principals in Chicago 
and western cities as well as Boston and New York ? 

Mr. Johnson. We have no principals in a jobbing business. 

Mr. Moore. I mean manufacturers. 

Mr. Johnson. No, sir; we are independent. We buy merchandise 
from all over the world. Anywhere in the world we can get it. In 
ordinary times we are large importers of merchandise. 

Mr. Moore. On your own account ? 

Mr. Johnson. On our own account, and we sell those mostly under 
our brand. 

Mr. Moore. Then you buy outright in most instances ? 

Mr. Johnson. We buy outright in all instances. 

Mr. Moore. I misused the word agency. 

Mr. Johnson. We buy outright. We don't sell on commission 
basis any article of merchandise. 

Mr. Moore. The field is free in these 13 States for any jobber 
to come in there that wants to ? 
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Mr. Johnson. Yes, sir; and they come in there, too* 
Now I am making this point further than that. The business as 
I stated is dependent upon the retail trade. We are stocking up 
with merchandise that will increase from 300 to 500 per cent in 
valuation. The manufacturers from whom we buy knowing that 
we are rather substantial as classed by the retailer, they have afready 
recognized the unusual hazard we are taking and now they have 
reduced their selling terms to us. We used to buy merchandise at 
2.10, and 60 extra, and so on. But it has gotton so now on certain 
lines of merchandise we have to pay for the merchandise even before 
they ship us, notwithstanding our solvency is well attested at the 
banks. They understand the hazard we take and we are likely to 
go up with the increased pressure brought to bear on us. 

The jobbing business is not a healthy business in its outlook, 
because our problems are two lonesome facts. One is book accounts. 
You know tne condition of the average retailer in the country towns, 
or small merchant. He wiU pay if he gets it. With tms high- 

f>riced merchandise you have got to take into consideration thi» 
act while our business in dollars and cents is growing, oiir volume 
in yardage and turnover is decreasing. One reason for decreasing is 
the population, the second is higher price of the stuflF. When a 
woman could go and buy ordinary gingham at 10 cents and no^ 
she has to pay 35 cents a yard for the identical gingham, she is cut- 
ting down on her dressing. The peopjle throughout the country are 
doing it. Wages in the South while increased largely in the mimi- 
tion plants, and have increased in fact very much, the very cost of 
living, the real necessities, are out of proportion to the cost of mer- 
chandise — in other words, merchandise has soared up so high that 
it is impossible with the increased earnings they get for meni to 
have enough money to buy the clothings and fancy goods and things 
of that sort. I thmk that is as it ought to be. 

We are not here with the idea of saying, ''Cut our taxes down.'' 
We want to stand every bit we can. We are just in this position: 
We are willing to lose an arm, a leg, or any part of our anatomy, just 
so we don't fose our heart, to keep this tning going. We want to 
live and let live. When we came up here a year ago you gentlemen 
discussed the numerous problems we have. I don't see how physical 
nature can stand it. Here is the great big octopus, the motion- 
picture fellow and the automobile felww, that wants the other fellow 
to stand the tax because they own an automobile. I don't see how 
the committee can be maintained. But I do want to bring this to 
your attention. We contributed this last year 3 p er cent. Having 
that 30 per cent is the first time in our lives. We never had in afi 
of our lives from the establishment of it in Philadelphia — and Phila- 
delphia used to be such a fine market that my grandfather used to 
go there in a wagon from his home town down in the South. 

Mr. Moore. Tu)u are improving, Mr. Johnson, as a witness, as you 
go along. [Laughter.] 

Mr. Jk)HNSON. The southern market has grown. As I stated, we 
are doing a business down there now, possibly $175,000,000, classi- 
fied among businesses, who have a distribution of anywhere from 
$200,000 up to $14,000,000. I mean that we do a business to that 
extent. 

64059— 18— No. 17 7 
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I was very glad to have Mr. Lincoln Cromwell, head of the Muni- 
tions Board, say to me when he made requisition for imderwear, and 
so on, that the price at which th^^ southern manufacturers gave him 
merchandise as well as the quality was far out of the demands of this 
country. 

As a*^ resolution passed in our sixth division, we have gone further 
than any jobbers in tJiis country. We have said we are going to try 
to substitute and take aP oiu- sheetings, which the Government has 
not as yet said they would need, but wnich we feel sure thoy will 
need — ^we are trying to get substitutes in oixier to turn that over to 
the Government at the prices we paid for it. We have not attempted 
to accept a Govemmont contract at a profit. We don^t want it. Wc 
are willing to give the Government as much as we can. We recogaize 
we have been large payers of revenue to the Government. And wc 
are glad that wt? were abie to do it. We don't believi our own busi- 
ness ability was entirely responsible for that. It was due to condi- 
tions that brought it about, the market advanced faster ttian we 
comd turn the goods over, and when we got ready to tiu-n it over it 
was advanced so greatly that we made profits by it. We have 
given the Govammept tliot. 

If the taxation is increased on the middleman, we don^t claim we 
are producers, but we do claim we are* economical distributors. We 
can prove we are selling merchandise at a lower level of cost than 
mercnandise can be bought at the mill, for the reason we purchase 
that merchandise from 6 to 8 months in advance of the time that it is 
sold to the retailer, and 12 months from the time it goes into the 
hands of the consiuner. Furthermore, we buy up the entire product 
of a number of smaU mills that could not sell their products — the 
average selling expense of a miU woujd be 15 to 17 per cent expense. 
We go in there and take the entire product and thev have no seUiug 
expense at all, so consequently we take that and form a necessary 
and economical link in the retail trade. 

Mr. Sloan. What is the concrete proposition that you ask this 
committee to f oUow ? What is it you want done i 

Mr. Johnson. I came up here with a niunber of jobbers from 
Eichmond, Lynchburg, Dallas (Tex.), Mobile (Ala.), -and New 
Orleans. We came up here without trying to bring any great deal 
of statistics with us 

Mr. Sloan (interposing). Without the statistics, what is it you 
want the committee to observe in making up this bill that will 
reUeve your business ? 

Mr. Johnson. I think I can answer that in this way. That 
having reported it, the fact that we will sell less merchandise in 1919, 
and that the profits we anticipated in 1918, and some of which we 
have already made, equalizes only our losses up to this war period. 
Notwithstanding that we were equalized to our war period, we then 
managed to go ahead through the period of 1917 and were able to 
pay the taxes. Now I don't mean to say that we havenH had to 
Dorrow money to pay those taxes. We have certainly had to borrow 
money to pay the taxes. We couldn't have gotten it any other way, 
because we naven't a large capitalization. We do business on just 
the smallest margin it is possible to do. 

Mr. Sloan. Passing that, what is there that you think ought to 
be done to modify the laws in your particular case ? 
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Mr. Johnson. We don^t want to modify the present law at all. 
We can live under the present law. 

Mr. Sloan. You feel the committee ought to let the present law 
stand? 

Mr. Johnson. Yes, sir. We feel we can live under this with what 
we know has got to come. We have merchandise on our shelves 
to-day that we feel that we had to pay 500 per cent more chan it is 
worth. We know that it is not worth that, but we had to pay for it. 

Mr. Sterling. You wouldn't have us make an exception for your 
concern ? 

Mr. Johnson. We don't want any exception. 

Mr. Sterling. You would be satisfied to have an increase? 

Mr. Johnson. No, sir; we can't stand an increase. 

Mr. Sterling. Would you ask this committee to make an increase 
in getting revenue on other business and except yours ? 

Mr. Johnson. I would make a suggestion, that with the establish- 
ment of the Federal Trade Commission and the Bureau of Commerce, 
that an analysis be made, with a clearer review of what conditions 
the jobbers were facing under these peculiar conditions and leave it 
to the actual findings as to what the taxation should be. 

Mr. Rainey. Leave it to what commission ? 

Mr. Johnson. To the Federal Trade Commission. 

Mr. Rainey. As to what taxes should be levied ? 

Mr. Johnson. Yes, sir; as to whether or not the jobbers could 
stand any taxation, and if we can stand it we want to stand it. 

Mr. Rainey. But we have got to draw this bill now. 

Mr. Johnson. I know that; but I am saying the jobbers can not 
stand any more taxation. 

Mr. Rainey. But your proposition is to have the Federal Trade 
Commission find out what they could stand and then draw another 
bill there ? 

Mr. Johnson. I think that would be a good way to do it. 

Mr. Rainey. We have got to win this war and we have got to have 
money to do it with, and we have got to have twice as much. We 
cotddn't do that — wait for a commission to conduct an investigation. 

Mr. Johnson. I say you have got to take twice as much out of the 
jobbing business, and ii this war goes on to 1920, in my opinion there 
won't be any jobbing business in the country. 

Mr. Rainey. What do we get out of the jobbing business except 
excess taxes, the same taxes that is levied on every other business ? 

Mr. Johnson. You don't get any more than other businesses ; no, sir* 

Mr. Rainey. Your proposition is that we are to exempt the jobbing 
business from the imposition of this taxation ? 

Mr. Johnson. I think you ought to exempt them from any further 
taxation; yes, sir. 

Mr. Rainey. And impose the further taxation upon other classes 
of business ? 

Mr. Johnson. From the best information I can gather, and this is 
very hurriedly, we stood 30 per cent. Some say we could possibly 
survive if a 10 per cent increase was added. Others say we couldn't. 
The opinion seems to be very much divided among jobbing men as to 
whether or not we could stand it. 

Mr. Rainey. Nobody wiU survive if we lose the war. 

Mr. Johnson. Nobody wants to lose it. We are willing to give 
you every cent we can make, but you don't want to kill us during 
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the war. We are having a large line of merchandise withdrawn from 
us. 

Mr. Rainet. We can't make an exception. 

Mr. Johnson. All the line of merchandise the consumer is goins 
to have from now on imtil the close of this war is largely represented 
in the stocks of merchandise which we have already assembled. You 
take 600 mills; they have already been commandeered and requisi- 
tioned by the Government, so aU the merchandise the consumer is 
going to get is in the hands of the jobbers and middlemen. 

Mr. Sterling. Your taxes are going to be increased. You will 
charge it up to the retailer, and he will charge it up to the consumer, 
and you will go on. That is all there is to it. We have got to get 
this money some way. 

Mr. Johnson. There is such a thing as carrying things that far. 
We would like to deliver it. But that is not as easy a proposition as 
outlined. 

I stated in the beg:inning that we were not always able, by reason 
of peculiar competitive prices in this country, to get as much for 
merchandise as we ought to get. 

Mr. Fairohild. You understand that we put the same tax on your 
conipetitor that we do on you. 

Mr. Johnson. It is going to lower the whole competition. There 
are plenty of men that believe thev can sell merchandise below cost 
and silrvive. There are plenty oi them that do that. Of course, 
it doesn't sound sensible to come before your committee and say that 
such a thing is a fact, but being that is true, as Bill Arp used to say, 
" No. use in arguing against facte'' ; but that is a rule that the average 
business man in America in the distribution of merchandise still 
believes that he can sell merchandise below cost and still continue. 
That is the reason of the hazards of this business being so large. 

I am representing the practical element of the jobbing business in 
this country that know we have got to face that proposition. On 
account of those great hazards we are standing as much as we can. 

STATEMENT OF MB. W. J. D. BELL, OF LYNCHBUBG, VA., 
SECBETABY OF THE SOUTHEBX WHOLESALE DBY GOODS 
ASSOCIATION. 

Mr. Bell. I just want to add a few words to what Mr. Johnson 
said, and that is that we think that the dry goods jobbing business 
is in a class by itself. I want to assure you gentlemen that we down 
South are just as much interested in this proposition of winning the 
war as any class of people on earth. We are buying liberty bonds 
and we are doing everything. We are just in this war to the end, 
and we want to do our duty and full part, but we do want you to 
recognize we are doing business under an extraordinary hazard. 
We are buying these goods from 300 to 500 per cent up, and we are 
having to buy them from 6 to 12 months in advance. We take our 
inventories and arrive at our profits at the end of the year. We have 
got, say, $500,000 worth of goods on hand. We don't know whether 
they are worth $500,000 or $300,000 or $150,000. Our taxes are 
based on the cost of those goods. It may be that when we go to pay 
these taxes on June 1 that those goods will be worth $150,000. 

Where would we get the money to pay those taxes with? We 
don't want to lose our business. We have taken these businesses in 



the South in the last 25 years and built them up to a great big interest 
down there. Our concern paid $93,000 this year. 

Mr. Rainby. How are we goiiig to get the income for this year? 

Mr. Bell. I think the proposition to tax business concerns out of 
existence is wrong. I think the taxes ought to be distributed among 
the people. 

Mr. Kainby. We don't want to put anybody out of business. 
VIThat sort of constructive proposition have you got to leave you 
out of it ? 

Mr. Bell. We don't want to be left out of it. We are wUling to 
stand an increase, but this proposition of doubling our tax 

Mr. Moore (interposing). Can you pass it on? 

Mr. Bell. We could ii we had any measure of protection of what 
is going to happen to us, but we have not. Wnen we buy these 
goods and take an inventory, we don't laiow what is going to nappen 
m six months. We are making money now and we are not kicking 
about that. We are willing to give them a lai^e per cent, but what 
protection have we got that we will finally wind up with anything 
after these years we have been working? It might easily happen, 
and doubtless would, that by the end of the war, as some people 
think, these prices will slump oflF precipitously, and that we wfll lose 
more money than we have made during the war. 

Mr. Sloan. Does that refer any more particularly to your business 
than to every business in the country that has made money ? 

Mr. Bell. It occurs to me that it is more so in the dry goods busi- 
ness than any other business. 

Mr. Tread WAY. Your business has increased with the present tax ? 

Mr. Bell. Yes, sir. 

Mr .Tread WAY. If the levy appUes to your competitors, there is an 
additional tax on all of you, where is your argument that you can't 
stand it? 

Mr. Bell. We are scared to death about this decline that is about 
to come in our business. 

Mr. Rainey. You are not scared as badly as we are. 

Mr. Bell. We think these things ought to be distributed more 

fenerallv over every line of business. We are paying taxes in one 
undrea different ways, in freight, stamps, express, and things like 
that. 

Mr. I)ixoN. The retail merchant is subject to the same conditions 
that you are, except in a lesser degree ? 

Mr. Bell. Yes; out when he makes his loss^ we have to take it. 

Mr. Dixon. Except in a larger degree he is liable to suffer the same 
as you are? 

Mr. Bell. Yes, sir. 

Mr. Moore. If vou put more tax on the dry goods industry, 
wouldn't the remedy be to ask more for the goods vou sell? 

Mr. Bell. Well, we would probably try to do that, but our price 
of goods is regulated by the different markets and the market is 
regulated every day. 

Mr. Moore. We are in an era where precedents are being broken 
daily. The old standards don't seem to prevail during war. People 
must pay more for beefsteaks, potatoes, and everything they eat, and 
probably have to pay more for evervthing they wear. They are doing 
it in certain instances now. Wouldn't your remedy he in asking more 
for the goods you sell to meet the increased demand on you by taxes ? 
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Mr. BELL.lYes, sir. Some of our members are already contemplat- 
ing going out of business. 

A&. lifooRE. I want to reecho the statement made by Mr. Rainey, 
that this committee doesn't want to put anybody out of business. 
Our task is hard enough to put these taxes upon business, and we 
know if business goes out oi business we get no tax from business, 
and the committee has every possible desire to have business going. 

Mr. Bell. Can't you appreciate the extraordinary hazard of our 
business ? 

Mr. Moore. I think it is sometimes in the way of styles of the 
people. You may buy a lot of shirts that are very popular to-day 
that won't be very popular next month. The demand runs in sonie 
other way. 

Mr. Bell. We are paying 26^ cents for goods we used to pay 6 J 
cents for. 

Mr. Moore. Isn't there going to be an increased demand for them ? 

Mr. Bell. The prices have gone 400 or 500 per cent, and we don't 
know where we are going to get off. 

Mr. Moore. I suppose the wage earner don't know where he is 
going to get off. 

Mr. Bell. He is escaping the tax, too. 

Mr. Moore. He is paying for it in the increased prices he pays for 
what he gets. 

Mr. Fairchild. This increased cost, the freight, will be paid by 
the consumer. 

Mr. Moore. I merely suggest to you that the remedy would be to 
be in asking more fojc the goods you have to sell to meet the taxes 
you have to pay, because you and Mr. Johnson agree, and most of 
the gentlemen that appear nere agree that we ma<^t help the Govern- 
ment out in this cause. 

Mr. Bell. It is difficult to buy these Liberty bonds and pay these 
big prices and still meet this tax. It is very difficult to do. I am 
afraid some of them are going out of business. 

Mr. Moore. I want to get it out of your mind that this committee 
wants to put anybody out of business, either in the North, in the 
South, in the East, or in the West. We want business to go on. 

Mr. Bell. We are not afraid of that, but we are afraid the taxes 
will be doubled. 

Mr. Moore. Here is President Wilson coming along with an 
address to Congress which we didn't anticipate. We felt we could 
avoid it, but he came along with that message and said so much 
money will be needed, and that means just $2 for this year more 
than last year. 

Mr. Bell. I am as deeply interested in this matter as any of you 
gentlemen that have the responsibility of it. 

Mr. Sterling. The only consolation is that this war won't last 
long. We are going to win it, anywav. 

Mr. Bell. I noticed a piece in the Wall Street Journal that Eiigland 
only paid $3,500,000,000 in taxes, and we are trying to raise 
$8,000,000,000. 

Mr. Sterling. We can do it easier than England can raise three. 

Mr. Rainey. We are going to do the best we can for the jobber, as 
we are going to do the best we can for everybody else. 

(Thereupon, at 5.20 p. m., the committee adjourned until to-mor- 
row, Thursday, June 27, 1918, at 10 o'clock a. m.) 
X 



HHiMI 





